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PREFACE 


TO  THE 


THIRD    EDITION. 


The  earlier  part  of  this  Work  has  been  entirely  remodelled 
and  greatly  simplified.  When  the  first  Edition  was  written,  ihe 
Anthor  fonnd  the  ftmdamental  principles  of  the  current  books 
on  Political  Economy  so  unsatisfactory,  that  he  was  obliged  to 
examine  them  at  considerable  length.  Since  then  he  has 
published  the  Dictionary  of  Political  Economy,  and  also  the  Prin-- 
ciple^  of  Economical  Philosophy ,  in  which  the  foundations  of  the 
Science  are  thoroughly  examined;  and,  therefore,  it  is  not 
necessary  to  do  so  in  a  Work  specially  devoted  to  Banking. 

In  this  edition  those  fundamental  ocMioeptions  and  general 
laws  only  are  investigated  which  are  exolusively  necessary  for 
the  Theory  of  Cbsdit. 

Since  the  first  Edition  was  published,  the  doctrines  estab- 
lished in  it  have  constantly  obtained  increasing  infloence. 

After  p^Mnting  out  the  arithmetical  errors,  and  the  unphilo> 
sophical  conceptions  upon  which  the  Bank  Act  of  1844  is  « 
founded,  and  also  that  the  Theory  it  seeks  to  enforce  was  ex- 
pressly condemned  by  all  the  great  Banking  authorities  of 
former  times,  the  Author  demonstrated  that  the  only  true  way 
of  controlling  the  Paper  Currency,  or  Credit,  is  by  sedulously 
adjusting  the  Rate  of  Discount  by  the  Bullion  in  the  Bank,  . 
and  the  state  of  the  Foreign  Exchanges. 
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This  doctrine,  but  very  imperfectly  understood  and  extremely 
unpopular,  at  the  time  it  was  first  published  in  1856,  is  now 
universally  acknowledged  to  be  the  true  one,  and  is  adopted 
by  all  the  Banks  in  the  world.  It  is  the  principle  upon  which 
the  Bank  of  England  is  now  managed,  and  the  Usury  Laws  in 
France  were  modified  for  the  express  purpose  of  enabling  the 
Bank  of  France  to  adopt  it ;  and  it  is  to  the  thorough  under- 
standing and  adoption  of  this  principle  that  the  Notes  of  the 
Bank  of  France,  which  was  obliged  to  suspend  cash  payments 
in  consequence  of  the  misfortunes  of  the  country,  circulate  at  par 
with  specie.  In  fact,  this  principle  is  now  as  well  estab- 
lished among  all  competent  persons  as  the  Newtonian  Law  of 
Gravity. 

In  the  first  Edition  an  attempt  was  made  to  investigate  the 
Theory  of  Aooommodation  Paper,  which  has  produced  so  many 
calamities,  but  which  has  been  so  much  misunderstood.  The 
Author  explained  wherein  the  true  danger  of  Accommodation 
Paper  consists.  In  1861,  the  &ilure  of  Lawrence,  Mortimer,  and 
Schrader,  popularly  known  as  the  great  leather  fraud  case,  took 
place.  In  his  very  long  and  elaborate  judgment  in  this  case, 
Mr.  Commissioner  Holroyd  quoted  the  explanation  given  in  this 
Work  at  great  length,  thereby  giving  the  sanction  of  his  high 
authority  to  its  correctness. 

In  1862,  H.  Michel  Chevalier  presented  an  elaborate 
Beport  on  the  Author's  Works  to  the  Academy  of  Moral  and 
Political  Sciences  of  the  Institute  of  France,  in  which  he  de- 
clares his  unreserved  adhesion  to  their  principles.  This  Report 
was  published  at  length  in  the  Journal  des  Fconomisfe^  for 
August,  1862. 

In  1868,  M.  RouHER,  then  Minister  of  Commerce  and  Agri- 
culture, instructed  M.  Henri  Richelot,  one  of  the  Heads  of 
Departments  in  his  Office,  to  draw  up  an  account  of  the  Author's 
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System  of  Political  Economy,  which  he  ordered  to  be  distributed 
officially  to  all  the  Chambers  of  Commerce  in  the  Empire. 

It  is  somewhat  remarkable  that  in  this  great  Commercial 
Country  no  Work  had  ever  given  an  exposition  of  the  actual 
mechanism  of  the  great  system  of  Credit  and  Banking,  which 
has  produced  such  great  benefits,  but  also  such  great  calamities. 
In  the  second  Edition  of  this  work,  the  Author,  for  the  first  time, 
gave  a  complete  exposition  of  the  whole  system.  The  exhibition 
of  the  real  Law  and  Facts  of  the  system  was  so  different  from  the 
notions  propagated  by  the  literary  dreamers,  who  the  public  have 
been  taught  to  believe   are  great  Political  Economists,  that  it 

iB  received  with  incredulity  and  scornful  ridicule. 


In  1867>  a  Royal  Commission  was  appointed  to  superintend  the 
preparation  of  Digests  of  certain  branches  of  the  Law,  as 
specimens  of  a  Digest  of  the  whole  Law.  The  Commissioners 
invited  members  of  the  Bar  to  offer  their  services  to  prepare 
these  Specimen  Digests.  One  of  the  branches  selected  was 
Bills  of  Exchange,  Bank  Notes,  Cheques,  &o.;  in  fact,  a  Digest 
of  the  Law  of  Credit.  The  Author  offered  his  services  to  prepare 
this  Specimen  Digest  of  the  Law  of  Credit.  In  the  course  of 
preparing  his  Paper  on  this  subject,  the  Author  was  led  to  ex- 
amine the  Roman  Law  on  the  subject  of  Credit,  and  he  found 
that  the  Complete  Theory  of  Credit  was  contained  in  the  Pandects 
of  Justinian,  exactly  as  he  had  set  it  forth,  and  had  been  the 
Mercantile  Law  of  all  Europe,  except  England,  for  1,800  years. 

In  the  course,  also,  of  preparing  this  Paper,  he  was  led  to  in- 
vestigate thoroughly  the  doctrines  of  the  Conmion  Law  relating 
to  the  transfer  of  Choses-in-^wtuniy  and  to  trace  them  through 
several  centuries  to  their  sources.  He  found  that  the  doctrines  of 
all  the  modem  Judges  and  Bar  of  England  were  founded  on  a 
series  of  cases  which  were  in  direct  contradiction  to  a  series  of 
adjudged  cases  extending  through  many  hundred  years,  and  were 
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also  directly  contrary  to  the  analogy  of  the  Common  Law  in 
other  similar  subjects.  He,  therefore,  argued  that  the  series  of 
ancient  decisions  was  right,  and  the  modern  decisions  wrong. 

The  Royal  Commissioners,  who  included  the  most  eminent 
Lawyers  of  England,  Lord  Cranworth,  Lord  Westbury,  Lord 
Cairns,  Lord  Hatherley,  Lord  Penzance,  Lord  Selbourne — to 
mention  only  those  of  judicial  rank — after  a  fall  examination  of 
the  Author's  Paper,  unanimously  selected  him,  to  prepare  the 
Digest  of  the  Law  of  Instruments  of  Credit. 

T!he  Author's  selection  by  the  Royal  Commissioners  to  pre- 
pare this  Digest,  was,  though  not  in  form,  yet  from  the  rank  and 
authority  of  the  Commissioners,  in  practical  effect  a  reversal 
of  these  Cases  and  Doctrines.  For,  if  the  Law  Lords,  as  Com- 
missioners, expressed  their  approbation  of  the  Author's  view  of 
the  Law  in  preference  to  that  current  in  the  Profession,  it 
follows  that  if  the  question  had  been  formally  brought  before 
them  in  their  capacity  of  Law  Lords,  they  must  have  given 
the  same  opinion  as  that  to  which  they  gave  their  approval 
when  set  forth  by  the  Author. 

Being,  therefore,  invested  by  the  Commissioners  with  the 
duty — ^not  of  making  a  mere  Digest  of  Cases  and  Statutes, 
but— of  making  a  Digest  of  the  Law  of  Instruments  of 
Credit,  the  Author  formally  excluded  all  these  Cases  from  the 
Digest  of  THE  Law,  as  not  being  Law. 

After  some  time,  however,  the  Commissioners  discontinued 
the  Work,  and  recommended  it  to  be  commenced  in  another 
form ;  which  has  never  been  done,  and  so  the  Author's  Digest 
was  never  published. 

However,  in  1875,  this  very  question  came  up  again  for 
consideration   in    the    Court   of  Exchequer,    in    the   case   of 


PRRFACE.  IX 

Ck)ODWiN  V.  RoBABTSy  wtiidi  was  taken  by  appeal  to  the  Ex- 
chequer Chamber.  In  the  oourse  of  the  argument  of  this  caBe 
before  the  Exchequer  Chamber^  the  Lord  Chief  Justice  of 
England  expressed  the  strongest  condemnation  of  these  cases, 
and  said  they  were  a  blot  on  our  judicial  history.  Thus  the 
Court  of  Exchequer  Chamber,  in  1875,  exactly  confirmed  the 
▼iew  which  the  Author  had  set  forth  in  1868. 

In  delivering  the  Judgment  of  the  Court  the  Lord  Chief 
Justice  did  the  Author  the  very  high  honour  of  saying — "  We 
'  find  it  stated  in  a  Law  Tract  by  Mb.  Macleod,  entitled  '  Speoi- 
men  of  a  Digest  of  the  Law  of  Bills  of  Exchange^  prepared,  we 
believe,  as  a  Report  to  the  Government,  but  which,  from  its 
research  and  ability,  deserves  to  be  produced  in  a  form  calcu- 
lated to  insure  a  wider  circulation,  &c." 

The  Author  has  the  satisfaction  of  saying  that  he  has  already 
anticipated  the  suggestion  of  the  Lord  Chief  Justice.  In  his 
Principles  of  Economical  Philosophy,  published  in  1872,  he  has 
already  embodied  the  results  of  his  Work  on  the  Digest  which 
were  applicable  to  that  subject.  In  the  present  Work  the 
Author  has  embodied  still  farther  portions  of  his  Digest ;  and  so 
the  readers  of  these  WoAs  will  have  the  satisfaction  of  knowing 
that  the  legal  doctrines  set  forth  in  them,  though  widely  dif- 
ferent from  those  commonly  current,  are  now  stamped  with  the 
approval  of  the  highest  Legal  Authorities  in  England. 

The  Author  is,  also,  happy  to  be  able  to  state  that  M. 
Michel  Chevalieb,  the  most  distinguished  Professor  of  Politi- 
cal Economy  in  Europe,  has  adopted  the  Principles  of  Economical 
Philosophy  as  his  text  book  of  Political  Economy,  and  says  to 
the  Author — "  It  is  your  book  which  serves  me  as  a  guide  for 
all  the  Philosophy  of  my  teaching  at  the  College  de  France." 

Since  the  Principles  of  Economical  Philosophy  was  published, 
a  most  important  event  ht^  taken  place.    By  the  Supreme  Court 
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of  Judicature  Act,  passed  in  1873,  the  Bales  of  Equity  will 
sapersede  the  Bnles  of  the  Common  Law  of  England,  on  all 
points  on  which  they  conflict.  Now  the  Rules  of  Equity  with 
regard  to  the  Law  of  Credit  are  simply  the  Law  of  the  Pandects 
of  Justinian,  and  directly  conflict  with  those  of  the  Common 
Law;  and  for  a  century  several  of  the  most  eminent  Judges 
have  complained  of  the  scandal  of  there  being  two  conflicting 
systems  of  Jurisprudence  in  the  same  country,  with  respect  to 
the  same  Mercantile  Case.  But  this  state  of  matters  will  come 
to  an  end  on  the  1st  November,  1875,  and  on  that  day  the 
Boman  Law  on  Credit,  which  is  now  English  Equity,  and  which 
is  fully  set  forth  in  the  Author's  Works,  will  become  the  Law 
of  England* 
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CHAPTER  I. 


DEHNITIONS  OP  TERMS  USED  IN  MONETARY 

SCIENCE. 

On  the  Definition  of  Wealth,  or  an  Economic  Quantitt. 

1.  Aristx>tle  says — "  We  call  Wealth  every  thing  whose  value  is 
measured  by  money  " ;  or  rather  we  may  say  every  thing  which 
is  exchangeable,  money  itself  being  an  exchangeable  quantity. 

Here  we  have  a  perfectly  good  definition  of  Wealth,  based  upon 
a  single  general  idea — exchangeability — and  that  forms  a  good 
basis  to  erect  a  science  upon  ;  because  we  can  have  a  science  which 
treats  of  the  laws  which  govern  the  relations  of  exchangeable 
quantities,  as  well  as  a  science  which  treats  of  the  phenomena  of 
force,  or  light,  or  heat,  or  anything  else. 

Aristotle's  definition  of  Wealth  is  now  generally  accepted  by 
modem  Economists  as  the  true  one  ;  thus  Mill  says — "  Every- 
thing forms  therefore  a  part  of  Wealth  which  has  power  of  pur- 
chasing." In  these  passages  we  find  what  the  fundamental 
general  conception  of  Wealth  is — it  is  anything  whatsoever, 
whatever  its  nature  be,  that  is  exchangeable — ^which  may  be 
bought  and  sold — everything  which  can  be  exchanged  separately 
and  independently  of  anything  else. 
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The  only  criterion/then,  of  anything  being  Wealth  is— can  it 
be  yalned  ?  Can  it  be  bought  and  sold  ?  Can  it  be  exchanged 
separately  and  independently  of  anything  else  ? 

This  criterion  may  seem  very  simple,  and  it  is  now  generally 
adopted  as  the  true  one ;  but,  in  fact,  to  apply  it  properly,  to 
discern  what  is,  and  what  is  not,  separate  and  independent  ex- 
changeable property,  requires  a  thorough  knowledge  of  some  of 
the  most  abstruse  branches  of  law  and  commerce. 

On  the  Three  Species  of  Wealth,  or  Economic  Quantities. 

2.  Having,  then,  obtained  a  good  general  idea,  or  fundamental 
conception  of  Wealth,  or  of  an  Economic  Quantity,  we  have  now 
to  consider  how  many  distinct  orders  of  Quantities  there  are  which 
satisfy  this  definition — 

I.  There  are  material  things,  like  land,  houses,  cattle,  com, 
timber,  money,  and  innumerable  other  things  of  that  nature, 
which  every  one  admits  to  be  Wealth. 

II.  A  person  may  sell  his  labour  or  services  in  many  capaci- 
ties, as  a  ploughman,  bricklayer,  artisan,  advocate,  physician, 
engineer,  professor,  &c. :  and  when  a  man  sells  his  labour  for 
money,  its  value  is  measured  by  money  as  precisely  as  if  it  were 
com  or  timber.   Hence  Labour  is  Wealth  by  Aristotle's  definition. 

III.  There  is  besides,  a  third  order  of  Quantities  which  satisfies 
this  definition.  If  a  person  had  £100,000  of  Bank  of  England 
notes  ;  or  if  he  had  a  million  of  money,  as  is  commonly  said,  in 
the  Funds  :  or  in  shares  of  the  London  and  Westminster  Bank ; 
he  would  be  considered  wealthy.  These  things,  therefore,  are  a 
form  of  Wealth  :  distinct,  no  doubt,  from  the  other  two  :  but  yet 
they  are  bought  and  sold  for  money  :  therefore  they  satisfy  Aris- 
totle's definition  of  Wealth.  They  are,  however,  merely  abstract 
Rights  :  and  there  are  many  other  kinds  of  Rights  which  may  be 
bought  and  sold,  such  as  Copyrights,  Patents,  the  Goodwill  of  a 
business,  an  Advowson,  &c.  All  these  are  mere  abstract  Rights, 
quite  separate  and  distinct  from  any  particular  money;  and  yet 
they  are  all  valuable  property — they  may  all  be  bought  and  sold — 
and  therefore  they  all  satisfy  Aristotle's  definition  of  Wealth. 

We  have  therefore  found  three  distinct  orders  of  Quantities 
which  satisfy  Aristotle's  definition  of  Wealth  :  and  reflection  will 
shew  that  there  is  nothing  whatever  which  may  be  bought  and 
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sold  which  does  not  fall  nnder  one  of  these  three  orders  of  Qnanti* 
ties :  either  it  is  material :  or  it  is  some  kind  of  Labonr :  or  it  is 
an  abstract  Right.  Hence  there  are  three  orders  of  Qoantities, 
and  only  three,  which  satisfy  Aristotle's  definition  of  Wealth, 
which  may  be  symbolised  by  the  words  Money,  Labour,  and 
Credit — ^Money  being  taken  as  the  type  of  all  material  and  cor- 
poreal things ;  Labonr  as  the  type  of  services  of  all  sorts ;  and 
Credit  as  the  type  of  Rights  of  all  sorts:  and  all  exchanges 
consist  of  the  exchanges  of  these  three  orders  of  Quantities. 

We  have  now  to  see  what  various  writers  of  eminence  have 
said  respecting  these  different  species  of  Wealth :  but  we  may 
pass  over  material  quantities,  because  every  one  admits  them  to  be 
Wealth ;  we  shall  only  examine  what  writers  have  said  as  to 
admitting  the  Quantities  typified  by  Labour  and  Credit  to  be 
Wealth. 

There  is  a  very  remarkable  treatise  which  passes  under  the 
name  of  ^schines  Socraticus,  which  critics  unanimously  pro- 
nounce to  be  spurious,  but  yet  which  several  very  high  authorities 
consider  to  be  of  the  early  Peripatetic  school.  It  is  called  the 
Eryxias  or  the  Definition  of  Wealth,  and  is  remarkable  as  being 
probably  the  earliest  treatise  on  a  purely  Economical  subject. 

It  is  to  the  following  purpose.  The  Syracusans  had  sent  an 
embassy  to  Athens ;  Socrates  and  his  friends  passing  them  one 
day,  one  of  them  points  out  to  Socrates  one  of  the  Ambassadors 
as  the  richest  man  in  Sicily.  This  leads  Socrates  to  inquire  into 
the  nature  of  Wealth.  Eryxias  says  that  the  richest  man  is  the 
one  who  possesses  most  money.  Socrates  at  once  asks  him  what 
kind  of  money  ?  Is  it  the  money  of  the  Carthaginians,  who  use 
leather  as  money  ?  The  man  who  possessed  the  most  of  this  at 
Carthage  would  be  the  richest  man,  but  at  Athens  he  would  not 
be  any  richer  than  if  he  had  so  many  pebbles  from  the  hill.  At 
Lacedasmon  they  used  useless  iron  as  money ;  the  man  at  Lace- 
daemon  who  possessed  a  quantity  of  this  was  wealthy,  but  anywhere 
else  it  was  worth  nothing. 

Socrates  then  after  a  long  argument  shews  that  a  thing  is 
Wealth  or  not,  precisely  as  it  is,  or  is  not,  wanted,  and  is  ex- 
changeable. He,  like  Aristotle,  makes  the  essence  of  Wealth  to 
consist  exclusively  in  exchangeability.  And  he  asks  if  there  are 
not  persons  who  gain  a  living  by  giving  instruction  in  various 
adences.  Eryxias  answers  that  there  are.  Socrates  then  says  that 
B  2 
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those  who  give  instruction  in  these  sciences  obtain  their  living  by 
exchanging  some  of  it  for  necessaries^  just  in  the  same  way  as  if 
it  were  gold  and  silver  ;  and  therefore  he  says  that  Sciences  are 
Wealth  for  the  very  same  reason  that  gold  and  silver  are. 

Now,  of  course,  this  example  includes  Labour  in  all  its  forms 
and  varieties.  Socrates  is  made  to  shew  that  exchangeability  is 
the  sole  essence  of  Wealth — that  a  thing  is  Wealth  in  those  places 
and  circumstances  only  in  which  it  can  be  exchanged ;  and  that 
Labour  is  Wealth  because  it  is  paid  for.  Hence  this  dialogue  is 
for  the  purpose  of  shewing  that  the  second  order  of  Quantities 
enumerate^  above  as  satisfying  Aristotle's  definition  of  Wealth — 
namely.  Labour — is  included  under  the  word  for  Wealth  in  Greek. 
And  it  will  be  shewn  afterwards  that  it  is  also  included  under  Ees 
in  Latin. 

In  accordance  with  this  dialogue.  Smith  enumerates  as  part  of 
the  Wealth,  or  the  Fixed  Capital,  of  a  country — "the  acquired 
and  useful  abilities  of  all  the  inhabitants  or  members  of  the  so- 
ciety. The  acquisition  of  such  talents,  by  the  maintenance  of 
the  acquirer  during  his  education,  study,  or  apprenticeship,  always 
costs  a  real  expense,  which  is  a  capital  fixed  and  realised,  as  it 
were,  in  his  person.  These  talents,  as  they  make  a  part  of  his 
fortune,  so  do  they  likewise  of  that  of  the  society  to  which  he 
belongs." 

So  also  Say  says — "  He  who  has  acquired  a]  talent  at  the  price 
of  an  annual  sacrifice,  enjoys  an  accumulate  capital,  and  this 
Wealth,  although  immaterial,  is  nevertheless  so  little  fictitious 
that  he  daily  exchanges  the  exercise  of  his  art  for  gold  and  silver." 
"Since  it  has  been  proved  that  immaterial  property,  such  as 
talents,  and  acquired  personal  abilities,  form  an  integral  part  of 
social  wealth." 

So  again — "  You  see,  gentlemen,  that  utility,  under  whatever 
form  it  presents  itself,  is  the  source  of  the  value  of  things  ;  and 
what  may  surprise  you  is,  that  this  utility  can  be  created,  can 
have  value,  and  become  the  subject  of  an  exchange,  without 
being  incorporated  in  any  material  object.  A  manufacturer  of 
glass  places  value  in  sand :  a  manufacturer  of  cloth  places  it  in 
wool :  but  a  physician  sells  us  a  utility  without  being  incorpora- 
ted in  any  matter.  This  utility  is  truly  the  fruit  of  his  studies, 
his  labour,  and  his  capital.  We  buy  it  in  buying  his  opinion. 
It  is  a  real  product,  but  immaterial."    And  Say  treats  immaterial 
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prodactB  and  services  as  vendible  commodities  in  all  respects  on 
the  same  footing  as  material  products. 

Senior  also  says — *'  If  the  question  whether  personal  qualities 
are  articles  of  wealth  had  been  proposed  in  classical  times,  it 
would  have  appeared  too  clear  for  discussion.  [We  have  seen 
above  that  the  question  was  discussed  in  classical  times.]  The 
only  differences  in  this  respect  between  a  freeman  and  a  slave 
are  first  that  the  freeman  sells  himself,  and  only  for  a  period,  and 
to  a  certain  extent :  the  slave  may  be  sold  by  others  and  abso- 
lutely :  and  secondly  that  the  personal  qualities  of  the  slave  are 
a  portion  of  the  wealth  of  his  master ;  those  of  the  freeman,  so 
far  as  they  can  be  made  the  subject  of  exchange,  are  a  part  of  his 
own  wealth.  They  perish  indeed  by  his  death,  and  may  be 
impaired  or  destroyed  by  disease,  or  rendered  valueless  by  any 
changes  in  the  custom  of  the  country,  which  shall  destroy  the 
demand  for  his  services  ;  but,  subject  to  these  contingencies,  they 
are  wealth,  and  wealth  of  the  most  valuable  kind.  The  amount 
of  revenue  derived  from  their  exercise  in  England  far  exceeds  the 
rental  of  all  the  lands  in  Great  Britain.'* 

So  also — *^  Even  in  our  present  state  of  civilisation,  which, 
high  as  it  appears  by  comparison,  is  far  short  of  what  may  be 
easily  conceived,  or  even  of  what  may  be  confidently  expected,  the 
Intellbctual  and  Mqjial  Capital  of  Great  Britain  far  exceeds 
all  the  material  capital,  not  only  in  importance,  but  in  productive- 
ness. The  families  that  receive  mere  wages  probably  do  not  form 
a  fourth  of  the  community :  and  the  comparatively  larger  amount 
of  the  wages  even  of  these  is  principally  owing  to  the  capital 
and  skill  with  which  their  efforts  are  assisted  and  directed  by  the 
more  educated  members  of  the  society.  Those  who  receive  mere 
rent,  even  using  that  word  in  its  largest  sense,  are  still  fewer: 
and  the  amount  of  rent,  like  that  of  w^es,  principally  depends 
on  the  knowledge  by  which  the  gifts  of  nature  are  directed  and 
employed.  The  bulk  of  the  national  revenue  is  profit :  and  of  that 
profit,  the  portion  which  is  merely  interest  on  material  capital, 
probably  does  not  amount  to  one-third.  The  rest  is  the  result  of 
personal  capital,  or,  in  other  words,  of  education. 

"  It  is  not  on  the  accidents  of  the  soil  or  climate,  or  the  exist- 
ing accumulation  of  the  material  instruments  of  production,  but 
on  the  quantity  and  diffusion  of  this  immaterial  capital,  that  the 
wealth  of  a  country  depends.     The  climate,  the  soil,  and  the 
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"^  situation  of  Ireland  have  been  described  as  superior,  and  certainly 
not  much  inferior,  to  our  own.  Her  poverty  has  been  attributed 
to  the  want  of  material  capital ;  but  were  Ireland  now  to  exchange 
her  native  population  for  seven  millions  of  our  English  north 
countrymen,  they  would  quickly  create  the  capital  that  is  wanted. 
And  were  England  north  of  Trent  to  be  peopled  exclusively  by 
a  million  of  families  &om  the  west  of  Ireland,  Lancashire  and 
Yorkshire  would  still  more  rapidly  resemble  Connaught.  Ireland 
is  physically  poor,  because  she  is  morally  and  intellectufdly  poor. 
And  while  she  continues  uneducated,  while  the  ignorance  and 
violence  of  her  population  render  persons  and  property  insecure, 
and  prevent  the  accumulation,  and  prohibit  the  introduction  of 
capital,  legislative  measures,  intended  solely  and  directly  to  relieve 
her  poverty,  may  not  indeed  be  ineffectual,  for  they  may  aggravate 
the  disease,  the  symptoms  of  which  they  are  meant  to  palliate, 
but  undoubtedly  will  be  productive  of  no  permanent  benefit. 
Knowledge  has  been  mlUd  power — it  is  far  more  certainly  Wealtr. 
Asia  Minor,  Syria,  Egypt,  and  the  northern  coast  of  Africa,  were 
once  among  the  richest,  and  are  now  among  the  most  miserable 
countries  in  the  world,  simply  because  they  have  fallen  into  the 
hands  of  a  people  without  a  sufficiency  of  the  immaterial  sources 
of  Wealth  to  keep  up  the  material  ones." 

And,  lastly,  we  may  observe  that  Mill  says — *'  The  skill  and  the 
energy,  and  the  perseverance  of  the  artisans  of  a  country  are 
reckoned  part  of  its  wealth  no  less  than  their  tools  and  machinery." 
And  why  not  the  skill  and  energy  and  the  perseverance  of  other 
classes  as  well  as  artisans  ?  He  also  says — "  Acquired  capaci- 
ties which  exist  only  as  means,  and  have  been  called  into 
existence  by  labour,  fall  exactly  as  it  seems  to  me  within  that 
designation." 

Now,  the  skill,  energy,  character,  and  abilities  of  the  people  of 
a  country  may  be  us^  as  Wealth  in  two  different  ways,  as  we 
shall  shew  at  greater  length  hereafter :  the  one  by  their  direct 
exercise  in  rendering  some  service,  which  is  termed  Labour :  and 
secondly  by  purchasing  commodities,  with  the  view  of  selling  them 
i^in  with  a  profit,  by  means  of  a  Promise  to  pay  out  of  the 
future  profits,  which  is  termed  Credit.  It  is  with  the  latter 
method  of  utilising  personal  quaUties  that  we  are  chiefly  con- 
cerned in  this  work. 
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8.  We  now  come  to  the  third  species  of  Eoonomic  Qnantitieft 
— namely,  Rights. 

In  the  Pandects  of  Justinian  it  is  laid  down  as  a  fdndamental 
definition  in  Roman  Law — 

'^  Pecunia  namme  nan  solum  numerala  pecunia,  sed  omms  res 
tarn  soli  quam  mobiles,  et  tarn  corpora  quam  Jura,  eonHnenturJ* 

"  Under  (he  name  of  Wealth,  not  only  ready  money,  hut  every- 
thing  both  immovable  and  movable,  both  corporeal  and  Rights  are 
included.^ 

And  there  are  several  other  passages  expressly  declaring  that 
Rights  are  included  under  the  term  "  Res  "  and  **  Bona  " ;  we 
may  quote  one  from  Ulpian — 

**  Nomina  eorum  qui  sub  conditions  vel  in  diem  debent  et  emere  et 
vmdere  solemus,    Ea  enim  res  est,  qu(B  emi  et  venire  potest."^ 

*'  We  are  accustomed  to  buy  and  sell  Debts  payable  on  a  certain 
day  or  at  a  certain  event.  For  that  is  Wealth  tvhich  may  be  bought 
and  soldr 

So  Sir  Patrick  Colquhoun  says — "The  first  requisite  of  the 
consensual  contract  of  emptio  et  vmdiiio  is  a  Meex,  or  object  to  be 
transferred  by  the  seller  to  the  buyer,  and  the  first  great  require- 
ment is  that  it  should  be  in  commercio,  that  is,  capable  of  being 
freely  bought  and  sold.  Supposing  such  to  be  the  case,  it  matters 
not  whether  it  be  an  immoyable,  or  a  movable,  corporeal  or  incor- 
poreal,  existent  or  non-existent,  certain  or  uncertain,  the  property 
of  the  Tender  or  another ;  thus  a  horse,  a  Right  of  Action, 
servitude,  or  thing  to  be  acquired,  or  the  acquisition  whereof 
depends  on  chance. 

"  A  purchaser  may  buy  of  a  farmer  the  future  crop  of  a  certain 
field.  Wine  which  may  grow  the  next  year  on  a  certain  vineyard 
may  be  bought  at  so  much  a  pipe  ;  or  a  certain  price  may  be  paid 
irrespective  of  quantity  or  quality,  and  the  price  would  be  due 
though  nothing  grew,  or  for  whatever  did  grow.  In  the  second 
case  the  bargain  is  termed  emptio  spei;  and  in  the  first  and  last 
emptio  rei  sperata,  which  all  such  bargains  are  presumed  to  be 
in  cases  of  doubt. 

"  The  cession  of  a  Eight  of  Action  being  legal  in  the  Roman 
Law,  the  right  of  A.  to  receive  a  debt  due  by  B.  may  be  sold 
toC." 

Thus  we  see  that  a  Right  of  Action — ^which  is,  as  we  shall 
shew  hereafter,  what  is  termed  a  Credit,  or  a  Debt,  in  Law, 
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Commerce,  and  Economics — ^is  expressly  inclnded  under  the  title 
Wealth,  Gkx)ds,  and  Merchandise  in  Roman  Law. 

It  is  exactly  the  same  in  every  system  of  Law.  It  is  one  of 
the  elementary  principles  of  Law  that  a  Right  of  Action  is  a 
species  of  Property.  Thns  says  Mr.  Williams^  —  '*  Choses-m- 
action  having  now  become  assignable,  became  an  important  kind 
of  personal  property."  Again' — ^'^  A  legal  Chose^n^Action  consti- 
tutes a  valuable  personal  property." — ^'  In  addition  to  goods  and 
and  chattels  in  possession,  which  have  always  been  personal  pro- 
perty, and  to  Debts  which  have  long  been  considered  so."  So  also 
Mr.  Justice  Byles,  speaking  of  Bills  and  Notes,  which  are  Rights 
of  Action  recorded  on  paper,  says^ — ^'^This  species  of  property  is 
now  in  aggregate  value  inferior  only  to  the  land  or  funded  debt  of 
the  Kingdom."  This  sentence  was  written  more  than  ibrty  years 
ago,  and  we  may  safely  assert  that  the  mass  of  Credit  in  circula- 
tion at  the  present  time  greatly  exceeds  the  funded  debt.  So  a 
Right  of  Action  is  included  under  the  words  "  goods  and  chattels  " 
or  "  eflfects  "  in  an  Act  of  Parliament.* 

All  modem  Economists  have  seen  precisely  the  same  thing. 
Thus  Smith  expressly  includes  Money  under  the  title  of  Circula- 
ting Capital ;  and  under  the  name  of  Money  he  includes  Paper, 
such  as  Bank  Notes  and  Bills  of  Exchange,  which  are  simply 
Rights  of  Action.  Among  many  other  passages  it  will  be  si^- 
cient  to  quote  one  here — "  Suppose  different  banks  and  bankers 
issue  promissory  notes  payable  to  bearer  to  the  extent  of  one 
million,  reserving  in  their  different  coffers  £200,000  for  answer- 
ing occasional  demands.  There  would  remain,  therefore,  in 
circulation  £800,000  in  gold  and  silver,  and  £1,000,000  in  Bank 
Notes,  or  £1,800,000  of  paper  and  money  together."  He  also 
observes  that  Credits  in  the  Bank  of  Amsterdam  are  called  Bank 
Money.  Thus  we  see  that  Smith  in  this  passage,  and  in  nume- 
rous others  elsewhere,  places  Paper  Credit  exactly  on  the  same 
footing,  and  of  the  same  value,  as  gold  and  silver. 

So  J.  B.  Say  says* — "The  exclusive  possession  which  in  the 
midst  of  society  clearly  distinguishes  the  property  of  one  person 
from  that  of  another,  in  common  usage  is  that  to  which  the  title 

*  Law  of  Ptr$onal  Prt^perty^  p.  5.  '  Ihid.^  p.  8. 

*  A  Treatise  on  Bills  of  Exchange.    Pre/ace. 

*  Slade  V.  Morley^  4  Co.,  R.  926.    Ford's  Case,  12  Co.,  R.  1.     Clayton's  Case, 

Jjytt.,  86.     Ryal  v.  RovoUs,  1    Ves.,  sen.  348. 

*  Cours  d^EconomU  Pblitiqtie,  Part  /.,  ch.  1. 


SIX  KINDS  OF  EXCHANQIL  9 

of  Wealth  is  given.  The  blessings  of  Natnre^  which  every  one 
enjoys  in  common^  are  not  included  in  the  inventory  of  man ;  but 
there  are  included  in  it  that  portion  of  social  riches  which  belong 
to  him  individually^  which  he  has  acquired  by  his  own  labour^  or 
which  he  holds  by  gift  or  inheritance.  Under  this  title  are 
included  not  only*things  which  are  directly  capable  of  satisfying 
the  wants  of  man^  either  natural  or  social^  but  the  things  which 
can  satisfy  them  only  indirectly^  such  as  money.  Instruments  of 
Credit  (tUres  de  creance),  the  public  funds,  &c," 

So  Mill  says  that  Wealth  is  everything  which  has  purchasing 
power  ;  and  he  says — "  An  order,  or  note  of  hand,  or  bill  payable 
at  sight  for  an  ounce  of  gold,  while  the  credit  of  the  giver  is 
unimpaired,  is  worth  neither  more  nor  less  than  the  gold  itself." — 
^  We  have  now  found  that  there  are  other  things,  such  as  bank 
notes,  bills  of  exchange,  and  cheques,  which  circulate  as  money 
and  perform  all  the  fonctions  of  it.**  These,  of  course,  are  mere 
abstract  Rights. 

We  have  now  shewn,  which  is  all  we  want  to  do  at  present,  that 
all  Lawyers  and  Economists,  at  least,  modem  ones,  recognise  and 
admit  the  existence  of  three  distinct  orders  of  Exchangeable 
Quantities,  or  Wealth,  as  it  is  technically  termed — ^which,  as  we 
have  said  above,  may  be  typified  by  the  terms.  Money,  Labour, 
and  Credit — and  all  Exchanges,  that  is,  all  Conunerce,  consist  in 
the  exchanges  of  these  ttiree  orders  of  Economic  Quantities. 
Hence  it  will  be  easily  seen  that  there  are  Six  different  kinds  of 
Exchange,  or  Commerce  : — 

1.  The  exchange  of  a  material  product  for  a  material  pro- 
duct ;  such  as  so  much  money  for  so  much  com,  or  timber. 

2.  The  exchange  of  a  material  product  for  a  service  or  labour ; 
as  when  any  one's  labour  is  paid  for  in  money. 

3.  The  exchange  of  one  kind  of  service  or  labour  for  another 
kind  of  labour  or  service. 

4.  The  exchange  of  so  much  labour,  or  service,  for  a  Right  of 
Action  ;  as  when  labour  is  paid  for  in  Bank  Notes,  Cheques,  &c. 

5.  The  exchange  of  a  material  product  for  a  Right  of  Action ; 
sach  as  when  money  or  merchandise  is  exchanged  for  a  Right  of 
Action. 

6.  The  exchange  of  one  Right  for  another  Right ;  such  as 
when  a  banker  buys  one  Right  of  Action,  such  as  Bills  of 

1  Prindplei  of  Piditical  Economy y  B.  IIL,  ck.  12,  ^  1. 


10      THEORT  AND  PRACTICE  OF  BANKING. 

Exchange,  by  creating  another  Right  of  Action,  either  in  the 
form  of  his  own  Notes,  or  bj  means  of  a  Credit  in  his  books. 

These  Six  species  of  exchange  comprehend  all  commerce  in  its 
widest  extent^  and  in  all  forms  and  yarieties :  and  thej  constitute 
the  great  science  of  Economics. 

Out  of  all  these  Six  species  of  exchange* in  their  different 
Yarieties,  the  business  of  Banking  consists  in  two  only,  which  are 
included  under  the  two  last  species  above  enumerated.  It  consists 
in  the  exchange  of — 

1.  Money  for  Eights  of  Action,  or  Credit. 

2.  One  Right  of  Action  for  another  Right  of  Action :  or  of 
one  kind  of  Credit  for  another  kind  of  Credit. 

And  it  is  this  department  of  the  complete  science  of  Econo- 
mics which  is  the  subject  matter  of  this  work. 

On  the  meaning  of  the  word  Propeety. 

4.  Having  thus  found  that  there  are  three  distinct  orders  of 
Exchangeable,  or  Economical  Quantities,  symbolized  by  Money, 
Labour,  and  Credit,  our  next  object  is  to  find  a  general  term 
which  will  include  them  all :  and  this  general  term  we  shall  find 
in  the  word  Property.  And  when  we  understand  the  true 
meaning  of  the  word  Property,  we  shall  find  that  it  will  throw  a 
flood  of  light  over  the  whole  of  Economic  science ;  and  remove 
all  difficulties  which  have  been  felt  regarding  the  word  Wealth : 
and,  in  fact,  it  is  wholly  impossible  to  understand  the  science  of 
Banking  without  it. 

Most  persons  in  modem  times,  when  they  speak  or  hear  of 
Property,  think  of  some  material  things,  such  as  money,  houses, 
lands,  com,  timber,  cattle,  &c.  But  that  is  not  the  tme  meaning 
of  the  word  Property :  Property,  in  its  true  and  original  sense,  is 
not  a  material  thing,  but  the  Right  to  something. 

In  the  times  of  the  early  Roman  Jurispmdence  the  absolute 
ownership  in  anything,  as  well  as  the  thing  itself,  was  called 
Mancipium,  because  it  was  supposed  to  be  acquired  by  the  strong 
hand,  and,  if  not  kept  with  a  very  firm  grasp,  would  probably  be 
lost  again. 

As  civilisation  advanced,  the  ownership  of  things  was  held  to 
be  centred  in  the  fiEmiily  or  damus ;  but  the  head  of  the  house 
alone  exercised  all  Rights  over  it ;  hence  this  Right  was  called 
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Domininm :  no  other  member  of  the  fiimily  conld  have  any 
indiyidnal  Right.  Dominimn  was  then  adopted  in  Roman  Law 
as  the  term  for  the  absolute  ownership  of  anything. 

Afterwards^  in  the  days  of  the  early  Emperors,  the  extreme 
rigonr  of  the  patria  potestas  was  relaxed^  and  the  individual 
members  of  the  family  were  allowed  to  have  exclnsiye  Rights  to 
things ;  and  then  this  Right  was  called  Praprietas,  because  it 
was  restricted  to  the  individualy  and  excluded  every  one  else. 
**  Dominium  id  est  Proprietas^"  says  Neratius^  a  jurist  of  the  age 
of  Trajan  and  Hadrian. 

Proprietas  in  Roman  Law,  therefore,  meant  Ownership,  or  a 
person's  Right  to  something  exclusively  of  any  one  else.  We  do 
not  believe  that  Proprietas  in  Roman  Law  was  ever  applied  to 
the  things  themselves. 

Property  was  always  used  exclusively  in  this  sense  by  early 
English  writers.  Thps  grand  old  WycUflfe  says — **They  made 
Property  of  ghostly  goods,  where  no  Property  may  be  :  and  pro- 
fessed to  have  no  Property  in  worldly  goods,  where  alone  Property 
\&  lawftd."  So  Bacon  invariably  uses  Property  to  mean  the  Right 
to  a  thing.  He  says  one  of  the  uses  of  the  law  '^  is  to  dispose  of 
the  Property  of  their  goods  and  lands.^  He  explains  the  various 
methods  by  which  ^'  Property  in  goods  and  chattels  may  be  ac- 
quired." So  he  speaks  of  the  "  Interest  or  Property  of  a  timber 
tree."  And  we  might  multiply  examples  to  any  extent ;  which^ 
however,  would  be  superfluous. 

Property,  therefore,  in  its  true  sense,  means  solely  a  Right, 
Interest,  or  Ownership ;  and,  consequently,  to  call  goods  or  material 
Uiings  Property  is  as  great  an  absurdi^  as  to  call  them  Right, 
Interest,  or  Ownership. 

To  call  the  goods  themselves  Property  is,  comparatively  speak- 
ing, a  modem  corruption ;  and  we  cannot  say  when  it  began. 

5.  We  may  observe  that  many  words  in  Latin  which  are  sup- 
poeed  to  mean  things,  are  expressly  explained  in  Roman  Law  to 
mean  Rights.  Thus  Iter  does  not  mean  the  pathway  itself,  but 
the  Right  of  going  on  foot  through  the  grounds  of  another 
person  :  Actus  is  not  the  roadway  itself,  but  the  Right  of  driving 
cattle  or  carriages  over  the  ground  of  another  person  :  Via  is  not 
the  highway  itself,  but  the  Right  of  going  on  foot,  or  of  driving 
cattle  or  carriages  over  the  ground  of  another  person.  AqiUBdtictus 
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is  not  the  stones,  the  bricks,  and  the  mortar,  of  which  the  material 
channel  is  composed,  but  it  is  the  Right  of  bringing  water  over 
the  ground  of  another  person :  so  Aquahausius  is  the  Right  of 
drawing  water. 

In  a  similar  way  many  words  in  English  Law  which  are  sup- 
posed to  mean  things,  in  reality  mean  Rights  to  things.  Thus  an 
Annuity  is  not  the  actual  money  paid,  but  is  the  Right  to  a  series 
of  payments,  and  is  quite  separate  from  the  money  itself :  so  the 
Funds  are  Rights  in  the  public  creditors  to  demand  a  series  of 
payments  from  the  Grovernment :  Tithes  are  not  the  actual  pro- . 
duce  of  the  earth  rendered,  but  the  Right  to  demand  them  :  Rent 
is  not  the  sum  actually  paid  for  the  use  of  land,  houses,  <&c,  but 
the  Right  to  demand  a  payment  for  their  use  :  so  a  Debt  is  not 
the  money  owed  by  the  debtor,  but  the  Right  to  demand  it  from 
him.  A  Fishery  is  not  the  fish  taken,  but  the  Right  to  take 
them  :  and  so  on  in  many  other  cases. 

6.  And  this  meaning  of  the  word  Property  is  amply  reoog- 
nised  in  modem  times  by  lay  writers  as  weU  as  lawyers.  Thus 
Mercier  de  la  Riviere,  one  of  the  most  eminent  of  the  Physio- 
crates,  or  first  school  of  Economists,  says^ — "Property  is  nothing 
but  the  Right  to  enjoy." — *'  It  is  seen  that  there  is  but  one  Right 
of  Property  ;  that  is  a  Right  in  a  person  ;  but  which  changes  its 
name  according  to  the  nature  of  the  object  to  which  it  is  applied." 

Thus  we  speak  of  landed  Property,  house  Property,  real  Pro- 
perty, personal  Property,  funded  Property,  literary  Property;  by 
which  we  mean  Rights  to  land.  Rights  to  houses.  Rights  to  realty, 
Rights  to  personalty.  Rights  to  payments  from  the  nation.  Rights 
to  the  profits  of  literary  work,  and  so  on. 

The  eminent  French  jurist  Ortolan  observes  that  jurisprudence 
has  nothing  to  do  with  things  themselves,  but  only  with  Rights 
to  them.  Thus  when  a  person  has  damaged  any  goods  belonging 
to  another  person,  it  is  not  for  the  actual  damage  done  to  the 
goods  that  an  action  lies  :  but  for  the  injury  done  to  the  person : 
that  is,  for  the  infringement  of  his  Right  (injuria)  to  the  enjoy- 
ment and  use  of  the  goods.  If  the  goods  belong  to  no  person, 
there  is  no  injury  and  no  right  of  action. 

So  says  Lord  Mackenzie^ — "  Property  is  the  Right  to  the  abso- 

'  L*Ordre  natural  des  todetis  poUiiquee^  ah.  18. 
'  Studiei  in  Honum  Law^  p.  165. 
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iHte  use,  enjoyment,  and  disposal  of  a  thing  without  any  restraint, 
except  what  is  imposed  on  the  owner  by  law  or  paction.  Thus 
the  nnlimited  proprietor  of  a  honse  may  use  it  as  a  place  of  resi- 
dence, or  let  it  to  another  and  draw  the  rents,  or  dispose  of  it  by 
sale  or  gift,  or  even  destroy  it,  if  he  choose  to  do  so. 

^^Not  only  lands  and  movable  goods,  such  as  horses,  plate, 
money,  and  the  like,  but  also  incorporeal  things,  are  considered 
in  law  as  objects  of  property.  The  word  bona  was  used  by  the 
Romans  to  express  all  kinds  of  property,  and  all  that  a  man  was 
in  any  way  entitled  to." 

''  Natural  philosophy  considers  things  according  to  their  physical 
properties :  law  regards  them  as  the  objects  of  Rights.  In  legal 
phraseology  the  word  Res,  or  thing,  comprehends  not  only  mate- 
rial objects,  but  also  the  actions  of  men,"  t.  0.,  Labour. 

It  is  precisely  the  same  in  Economics  ;  it  has  nothing  to  do  with 
material  substances,  but  only  with  the  Rights  to  them  :  and  with 
the  Exchanges  of  those  Rights.  And  the  object  of  the  science  of 
Economics  is  to  inyestigate  the  laws  which  govern  the  proportions 
in  which  these  Rights  will  exchange  for  each  other. 

7.  Property,  then,  being  clearly  understood  to  be  a  Right, 
there  are  two  classes  of  Property  which  are  the  subject  of  sale  or 
exchange,  with  which  we  are  concerned  in  this  work — 

I.  There  may  be  Property  in  some  specific  physical  substance 
which  is  already  in  existence,  and  which  has  already  come  into 
the  possession  of  the  proprietor,  such  as  lands,  houses,  furniture, 
carriages,  money.  These  things  are  in  a  complete  state  of  exist- 
ence. This  species  of  Property  is  called  in  Roman  and  English 
Law  Corporeal  Property,  because  it  is  the  Property  in  some 
specific  matter.  Hence  this  species  of  Property  is  usually  called 
either  Corporeal  or  Material  Property,  or  Corporeal  or  Material 
Wealth. 

II.  We  may  have  a  Property  or  Right  wholly  severed  and 
separated  from  any  specific  corpus,  or  matter,  in  possession.  It 
may  not  even  be  in  existence  at  the  present  time :  or  it  may  be 
some  one  else's  Property  at  the  present  time,  and  only  come  into 
oar  possession  at  some  friture  time. 

Thus  those  who  possess  lands,  cattle,  or  fruit  trees,  &c.,  have 
flie  Property  in  their  future  produce.  Now  though  the  produce 
itself  will  only  come  into  existence  at  a  future  time,  the  Property 
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or  Right  to  it  when  it  does  ccHne  into  existence  is  present,  and 
may  be  bought  and  sold  like  any  material  Property. 

So  we  may  have  the  Right  or  Property  to  demand  a  sum  of 
money  from  some  person  at  a  future  time.  That  sum  of  money 
may  no  doubt  be  in  existence  :  but  it  is  not  in  our  possession  :  it 
may  not  eyen  be  in  the  possession  of  the  person  bound  to  pay  it. 
It  may  pass  through  any  number  of  hands,  and  effect  any  number 
of  exchanges  before  it  is  paid  to  us.  But  yet  our  Pn^rty,  or 
Right,  to  receive  it,  is  present  and  existing,  and  we  may  sell  and 
transfer  that  Property  to  any  one  else  for  money. 

A  landlord  lets  a  house  to  a  tenant.  In  exchange  for  the  Right 
to  use  the  house  the  tenant  gives  the  landlord  the  Right  to  de- 
mand a  series  of  payments  every  three  months.  This  Right  is  the 
Rent.  Now,  though  the  tenant  will  only  make  these  payments  at 
definite  future  intervals,  and  no  one  can  tell  where  tiie  actual 
money  is  which  wiU  be  paid ;  or  how  many  hands  it  may  pass 
through  before  it  is  paid :  yet  the  landlord's  Right  to  demand  them 
is  present,  and  he  may  sell  and  transfer  that  Right  to  any  one 
else. 

So  if  a  merchant  sells  goods  to  a  trader  in  exchange  for  his 
Promise  to  pay  three  months  after  date,  that  Promise  to  pay  is  a 
Right  or  Property  which  may  be  bought  and  sold ;  though  no  one 
can  tell  where  the  money  is  which  will  pay  the  Debt. 

The  State  requires  a  sum  of  money  for  some  public  purpose ;  in 
exchange  for  a  sum  of  money  paid  down  it  agrees  to  give  its 
Creditors  a  perpetual  Annuity,  or  Right  to  demand  a  certain  sum 
at  fixed  times  for  ever.  Now  no  one  can  tell  where  the  money  is 
which  the  State  will  pay  at  these  future  times.  It  may  not  even 
be  in  existence  at  the  present  time.  But  the  Rights  of  the  Credi- 
tors to  demand  these  payments  are  present  and  existing,  and  may 
be  bought  and  sold  like  any  other  material  Property.  These 
Rights  are  called  the  Funds. 

This  species  of  Property,  or  abstract  Right,  wholly  separated 
from  any  specific  corptcs,  or  matter,  is  in  Roman  and  English  Law 
called  Incorporeal  Property. 

But  each  species  of  Property  may  be  bought  and  sold,  trans- 
ferred, or  exchanged:  and  therefore  it  is  called  Fecunia,  Res, 
Bona,  Merx. 

There  are  many  kinds  of  Corporeal  Property  and  many  kinds  of 
Inooiporeal  Property :  but  the  only  kind  of  Corporeal  Pn^>erty 
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which  we  are  concerned  with  in  this  work  is  Money ;  and  the  only 
kind  of  Incorporeal  Property  we  are  concerned  with  is  the  Right 
to  demand  a  snm  of  money  fbom  some  person.  This  kind  of 
Incorporeal  Property  is,  as  we  shall  afterwards  shew,  termed 
Credit,  or  Debt,  in  Law,  Commerce,  and  Economics.  The  busi- 
ness of  Banking  consists  exclusively  in  the  exchange  of  Honey 
for  Credit,  and  Credit  for  Credit 

Definition  o/*  Value. 

8.  Economic  Quantities  are,  as  we  have  seen,  of  three  distinct 
species,  each  of  which  may  at  any  time  be  exchanged  for  any  of 
the  others,  giving  rise  to  six  different  species  of  exchanges. 

Now  if  at  any  time  any  Economic  Quantity  A  can  be  exchanged 
for  any  other  Economic  Quantity  B,  then  the  Quantity  A  is  termed 
the  Value  of  B ;  and  B  is  similarly  termed  the  Value  of  A. 
Now  as  each  of  the  three  species  of  Economic  Quantities  may  be 
exchanged  for  either  of  the  others,  any  Quantity  may  have  value 
in  terms  of  the  others.  Suppose  that  at  any  time  1  oz.  of  gold 
will  exchange  for  15  oz.  of  silver,  then  it  is  said  that  1  oz.  of  gold 
is  of  the  value  of  15  oz.  of  silver,  which  is  simply  this  equation — 

1  oz.  gold=16  oz.  silver. 

Hence  Value  may  be  said  to  be  the  sign  of  equality  between 
any  two  Economic  Quantities.  As  Aristotle  says,  Nichomach. 
Ethics,  ix.,  c.  3. 

Now  the  term  Value  is  used  in  reference  to  Ext^nal  Goods. 

So  Digest,  36,  1,  1,  16 — "  Res  tanti  valet  quanti  vendi  potest." 

**  The  Value  of  a  thing  is  what  it  can  he  sold  for  ^ 

We  have,  then,  this  definition — 

The  Value  of  any  Economic  Quantity  is  any  other  Economic 
Quantity  for  which  it  can  he  exchanged. 

Hence  any  Economic  Quantity  has  as  many  Values  as  Quanti- 
ties it  can  be  exchanged  for :  and,  of  course,  if  it  can  be  exchanged 
for  nothing,  it  has  no  value.  This  shews  that  there  can  be  no 
sach  thing  as  absolute  value,  or  universal  value,  because  there  is 
nothing  probably  which  can  be  exchanged  uniyersally  thoughout 
the  world. 

Value,  therefore,  by  the  very  definition,  like  distance,  or  an 
equation,  requires  two  objects.  We  cannot  speak  of  absolute,  or 
intrinsic  distonoe,  or  equality.    A  single  object  cannot  be  distant. 
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or  be  ^nal.  If  we  are  told  thai  an  object  is  distant,  or  equal,  we 
immediatelj  ask — Distant  fbom  what  ?  or  Equal  to  what  ?  So  it 
is  eqnallj  dear  that  a  single  object  cannot  have  value :  we  must 
always  ask — Value  in  what  7  And  it  is  clear  that  as  it  is  absurd 
to  speak  of  a  single  object  having  absolute  or  intrinsic  distance  ; 
or  having  absolute  or  intrinsic  equality  ;  so  it  is  equally  absurd  to 
speak  of  a  single  object  having  absolute  or  intnosic  value.  And 
as  no  single  body  can  be  a  stcmdard  of  distance  or  equality,  so  no 
single  object  can  possibly  be  a  standard  of  value. 

This  must  suffice  here  for  the  Definition  of  Value  ;  we  shall 
have  to  enter  somewhat  more  fully  into  the  Theory  of  Value  in 
the  next  chapter. 

On  Money  and  Credit. 

9.  In  the  primitive  ages  of  the  world  we  have  abundant 
evidence  that  there  was  no  such  thing  as  Money.  When  persons 
traded  they  exchanged  the  products  directly  with  one  another. 
Thus  we  have  in  the  Iliad  vii.,  468 — 

"  From  Lemnos*  Isle  a  numerous  fleet  had  come 
Freighted  with  wine        .... 

.    AU  the  other  Greeks 
Hastened  to  purchase,  some  with  brass,  and  some 
With  gleaming  iron ;  some  with  hides, 
Cattle  or  slaves." 

This  exchange  of  products  against  products  is  termed  Barter, 
and  the  inconveniences  of  this  method  of  trading  are  palpable. 
What  haggling  and  bargaining  it  would  require  to  determine  how 
much  leather  should  be  given  for  how  much  wine ;  how  many 
oxen,  or  how  many  slaves  !  Some  ingenious  person  would  then 
discover  that  it  would  greatly  facilitate  traffic,  if  the  things  to  be 
exchanged  were  referred  to  some  common  measure.  There  are 
several  passages  in  the  Iliad  and  Odyssey  which  shew  that  even 
while  traffic  had  not  advanced  beyond  barter,  such  a  standard 
of  reference  was  used.  We  find  that  various  things  were  fre- 
quently estimated  as  being  worth  so  many  oxen.  Thus,  in  Iliad 
ii.,  448,  Minerva's  shield,  the  iBgis,  had  100  tassels,  each  of  the 
value  of  100  oxen.  In  Iliad  vi.,  234,  Homer  laughs  at  the  folly 
of  Glaucus,  who  exchanged  his  golden  armour,  worth  100  oxen, 
for  the  bronze  armour  of  Diomede,  worth  nine  oxen.    In  Iliad 


NATURE   OF  MONBr.  17 

'xsin.y  703,  Achilles  offers  as  a  prize  to  the  conqueror  in  the 
faneral  games  in  honor  of  Patroclus^  a  large  tripod,  which  the 
Greeks  valaed  among  themselves  at  twelve  oxen  ;  and  to  the 
loser  a  female  slave,  which  they  valaed  at  four  oxen.  And  in  the 
same  book,  885,  Achilles  stakes  a  spear  and  a  caldron,  worth  an 
ox.  But  it  must  be  observed  that  these  oxen  did  not  pass  from 
hand  to  hand  like  money.  The  state  of  barter  still  continued,  as 
it  is  quite  common  at  the  present  day  when  the  precious  metals 
are  used  as  money,  to  exchange  goods  according  to  their  value  in 
money.  Such  a  state  of  things  in  no  way  impUed  Money,  or 
Currency,  or  Circulating  Medium. 

The  necessity  for  Money  arises  from  a  somewhat  different 
cause.  So  long  as  the  things  exchanged  were  equal  in  value  there 
would  be  no  need  for  money.  If  it  happened  that  the  exchanges 
of  products  or  services  among  persons  were  equal,  there  would  he 
an  end  of  the  matter.  But  it  would  often  happen  that  when  one 
man  required  some  product  or  service  from  his  neighbour,  that 
neighbour  would  not  require  an  equal  amount  of  product  or  ser- 
fice  at  the  same  time  ;  or  perhaps  even  none  at  all.  If  then  a 
transaction  took  place  between  them,  with  such  an  unequal  result, 
there  would  remain  a  certain  amount  of  product  or  service  due 
from  the  one  to  the  other,  and  this  would  constitute  a  Debt — 
that  is  to  say,  that  there  would  be  created  in  the  person  of  the 
creditor,  a  Right  or  Property  to  demand  at  some  future  time  from 
the  debtor  the  amount  of  product  or  service  due  ;  and  at  the 
same  time  there  would  be  created  in  the  person  of  the  debtor  a 
Duty  to  render  that  amount  of  product  or  service. 

The  Creditor  would  require,  however,  at  some  future  time  to 
have  the  balance  of  product  or  service  rendered  or  performed,  and 
the  debt  discharged.  Moreover,  for  his  own  security,  he  would 
like  to  have  some  evidence,  or  memorial,  to  prove  the  debt ;  and 
accordingly  he  might  require  the  debtor  to  give  him  some  sign  or 
token  of  the  fact.  A  statement  in  writing  acknowledging  the 
debt,  and  promising  to  render  the  product  or  service  due  whenever 
required  to  do  so,  would  be  a  natural  form  of  such  evidence. 

We  may  now  suppose  that  the  Creditor  has  dealings  with  a 
third  person  and  requires  something  from  him,  but  that  this  third 
person  has  no  immediate  use  for  the  service  of  this  Creditor,  but 
happens  to  require  those  of  the  original  Debtor.  Now  if  the 
parties  were  so  circumstanced,  what  would  be  more  natural  than 
c 
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for  the  Creditor  to  traiMer  to  the  third  person  the  debt  due  to  him 
from  hJB  Debtor  ?  A  similar  operation  might  be  repeated  an 
indefinite  number  of  times,  and  so  this  written  obligation,  or  this 
eridence  of  a  Debt,  enabling  the  possessor  of  it  to  demand  some 
product  or  service  from  the  Debtor,  would  pass  fbom  hand  to 
hand ;  or,  from  a  certain  peculiarity  of  English  Law,  which  we 
shall  explain  more  fully  hereafter,  it  would  be  cmrrent;  and  from 
this  use  of  it,  the  thing  itself  has,  by  a  confrision  of  ideas,  come 
in  recent  times  to  be  called  Curbenct. 

This  Currency  is  nothing  more  than  the  evidence  of  service 
having  been  rendered  for  which  an  equivalent  has  not  been  re- 
ceived, but  which  may  be  demanded  immediately,  or  at  some 
future  fixed  time.  It  is  obvious  that  as  soon  as  it  has  been  ren- 
dered, the  evidence  of  its  being  due  must  be  given  up  to  the  debtor 
to  be  destroyed,  as  he  has  now  discharged  his  duty :  and  as  the 
Right  and  the  Duty  were  created  simultaneously,  so  they  are  ex- 
tinguished simultaneously  :  and  so  this  evidence  will  be  no  longer 
current.  And  if  any  man  renders  services  to  his  neighbours*  he 
must,  in  return,  receive  other  services,  or  the  evidence  of  their 
being  due  :  and  if  he  renders  more  services  than  he  immediately 
re^juires  in  return,  he  will  accumulate  a  store  of  this  evidence  for 
his  future  wantii. 

I'heso  simple  considerations  at  once  shew  the  fundamental 
nature  of  a  Currency.  It  is  quite  clear  that  its  primary  use  is  to 
moosuro  and  record  Debts,  and  to  facilitate  their  transfer  from  one 
person  to  another  ;  and  whatever  means  be  adopted  for  this  pur- 
poHO,  whether  it  be  gold,  silver,  paper  or  anything  else,  is  a 
Currency.  We  may  therefore  lay  down  as  a  Fundamental  Con- 
ception that  Currenri/  and  TVamferabls  Debt  are  convertible  terms ; 
whatever  represents  transferable  debt  of  any  sort  is  Currency  ; 
and  whatever  the  material  Currency  may  consist  of,  it  represents 
Tranbfeiublk  Debt,  and  nothing  else. 

10.  The  preceding  considerations  shew  us  that  the  idea  of 
"  Currency "  is  quite  independent  of  that  of  "  Money,"  which 
gives  rise  to  new  ideas  which  we  shall  investigate  presently.  It  is 
quite  possible  to  have  a  Currency,  even  though  its  most  useful  and 
general  form.  Money,  had  never  been  thought  of.  If  transactions 
take  place  between  individuals,  it  is  scarcely  possible  to  imagine 
that  there  shotild  not  be  Debts,  or  balances  of  services  arising 
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from  unequal  exchanges  between  them  ;  and  these  are  Currency. 
But  it  does  not  necessarily  follow  that  there  must  be  Money.  If 
the  way  of  conducting  commerce  by  means  of  Money  had  never 
been  invented,  a  grocer  and  a  wine  merchant  might  trade  with 
each  other.  If  they  agreed  that  a  bottle  of  wine  and  a  pound  of 
tea  should  be  considered  as  equivalents,  the  grocer  might  want  so 
many  bottles  of  wine ;  and  if  the  wine  merchant  did  not  want 
80  many  pounds  of  tea  he  might  let  the  grocer  have  the  wine  on 
giving  his  promise,  or  pledge,  to  pay  the  tea,  when  demanded. 
And  this  promise,  or  pledge,  might  pass  through  a  hundred  hands 
before  the  owner  of  it  demanded  the  tea.  It  would  perform 
exactly  the  same  function  as  money  in  circulating  goods. 

Now  this  form  of  Currency  is  by  no  means  so  imaginary  as 
might  be  supposed.  It  is  said  that  in  the  Ionian  Islands  it  is 
customary  in  the  oil  trade  for  growers  to  grant  oil  bills,  or  notes, 
promising  to  deliver  at  a  fixed  term  a  stated  quantity  of  oil  at  a 
fixed  price.^  This  is  the  emptio  ret  speratcd  of  Roman  Law.  So 
daring  the  late  civil  war  in  America  gold  and  silver  money  dis- 
appeared from  circulation,  and  private  tickets  of  all  sorts  took  its 
place.  Instead  of  money,  people  had  their  pockets  filled  with 
bread-tickets,  milk  tickets,  aad  railroad  tickets.  If  a  man  went 
to  have  his  hair  cut,  and  tendered  a  dollar,  he  could  not  get 
change,  but  he  received  so  many  tickets  promising  to  cut  his  hair 
80  many  times.  In  one  case  we  noticed  in  an  American  paper, 
payment  was  made  in  tickets  promising  to  pay  strawberries  when 
the  season  came  on.  Thus  the  true  nature  of  a  Currency  is 
revealed  when  gold  and  silver  money  disappear. 

The  very  same  thing  is  very  commonly  exemplified  in  this 
country.  When  the  Post  Office  sells  postage  stamps  for  money  it 
promises  to  render  a  service  in  exchange  for  the  money.  These 
postage  stamps  are  very  commonly  used  as  small  change.  Every 
one  has  occasion  to  send  letters  by  post,  and  therefore  they  are 
willing  to  receive  postage  stamps  instead  of  small  amounts  of 
money.     Postage  stamps  are,  therefore,  a  form  of  Currency. 

11.  That  this  is  the  true  nature  of  a  Currency  is  clear ;  but 
t^is  is  not  the  earliest  form  that  was  used.  All  nations  from  a 
very  early  period  have  felt  the  necessity  of  having  something  to 
represent  and  measure  the  debt  that  would  arise  from  an  unequal 

*  Emejfciop(tdia  Brilanmca,    Art.  Ionian  liUnds. 

c  2 
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exchange;    and  they  have   invariably  fixed  on  some  materid 
Bnbstance  for  this  porpose. 

Different  nations  have  used  different  snbstances  for  this  par- 
pose.  The  Hebrews  we  know  used  silver ;  although  no  money 
was  used  at  the  period  of  the  Homeric  poems,  copper  skewers 
were  sometime  afterwards  employed  as  money  in  Greece,  which 
were  superseded  by  the  silver  coinage  of  Pheidon.  The  Ethio- 
pians used  carved  pebbles,  and  the  Carthaginians  leather  discs 
with  some  mysterious  substance  sewed  up  in  them.  Throughout 
the  islands  of  the  Indian  Ocean,  and  many  parts  of  Africa  and 
India,  shells  are  still  used.  In  Thibet^  and  in  some  parts  of 
China,  little  blocks  of  compressed  tea  serve  as  money.  Salt  is 
used  in  Abyssinia  ;  and  in  the  oasis  of  Africa  a  certain  measure 
of  dates,  cdled  a  haHoy  serves  as  a  currency.  In  the  last  century 
dried  cod  was  used  in  Newfoundland  ;  sugar  in  the  West  Indies  ; 
and  tobacco  in  Virginia  served  as  money.  Adam  Smith  says  that 
in  his  day  a  village  in  Scotland  used  nails.  In  some  of  the 
American  colonies  powder  and  shot ;  in  Campeachy  logwood  ;  and 
among  the  Indians  of  the  North  American  Continent  belts  of 
wampum  served  the  purpose  of  a  currency.  It  is  said  that  in 
1867  the  proprietors  in  Virginia  were  reduced  to  such  necessity 
as  to  use  dried  squirrel  skins  as  a  currency.  And  no  doubt  many 
other  things  have  been  used  by  other  nations. 

But  when  we  consider  the  purposes  for  which  money  is  intended, 
it  is  easily  seen  that  no  substance  possesses  so  many  advantages  as 
tnetaL  The  use  of  money  being  to  preserve  the  record  of  ser- 
vices being  due  to  the  owner  of  it  for  any  future  time,  it  is  clear 
that  it  should  not  be  liable  to  alter  by  time.  A  money  of  dried 
cod  would  not  be  likely  to  keep  very  long,  nor  would  it  be  easily 
divisible.  One  of  the  first  requisites  of  money  is  that  it  should 
be  divisible  into  very  small  firagments,  so  that  its  owner  should  be 
able  to  get  any  amount  of  services  at  any  time  he  pleases.  Taking 
these  requisites  into  consideration,  it  is  manifest  that  there  is  no 
substance  which  combines  these  qualifications  so  well  as  metal.  It 
is  uniform  in  its  texture,  and  it  can  be  divided  into  any  number  of 
iVftgments,  each  of  which  shall  be  equal  in  value  to  another  frag- 
ment of  ei]ual  weight ;  and,  if  required,  these  fragments  can  always 
Ih^  reunited  and  form  a  whole  again  of  the  aggregate  value  of  all 
its  parU,  By  this  means,  if  we  can  establish  a  relation  between 
the  quantity  of  tlu?  meial  and  the  amount  of  the  debt,  then  what- 
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ever  that  relation  be,  or  whatever  quantity  of  metal  be  taken  to 
represent  any  amount  of  debt,  then  any  fragment  of  such  metal 
will  always  represent  a  proportionate  amount  of  the  debt. 

12.  That  this  is  the  true  nature  of  money  has  been  seen  by 
many  writers ;  thus  Aristotle  says,  Nicomac.  Ethics,  B.  v.,  c-  5 — 

"  Bui  with  regard  to  a  future  exchange  {if  we  want  nothing  at 
present,  that  it  may  take  place  when  we  do  want  something) 
Money  is  as  it  were  our  Security.  For  it  is  necessary  that  he 
who  brings  it  should  be  able  to  get  what  he  wants.*' 

So  an  old  pamphleteer  in  1710  saw  the  same  truth.  He  says^ 
— '*  Trade  found  itself  insufferably  straightened  and  perplexed  for 
want  of  a  general  specie' of  a  complete  intrinsic  worth  as  the 
medium  to  supply  the  defect  of  exchanging,  and  to  make  good  the 
balance,  where  a  nation,  or  a  market,  or  a  merchant  demanded  of 
another  a  greater  quantity  of  goods  than  either  the  buyer  had 
goods  to  answer,  or  the  seller  had  occasion  to  take  back." 

So  Bandeau,  the  Economist,  whom  we  have  already  quoted, 
Bays^ — **  This  coined  money  in  circulation  is  nothing,  as  I  have 
said  elsewhere,  but  effective  Titles  on  the  general  mass  of  useful 
and  agreeable  enjoyments  which  cause  the  well-being  and  pro- 
pagation of  the  human  race. 

"  It  is  a  kind  of  Bill  of  Exchange,  or  Order,  payable  at  the  will 
of  the  bearer. 

'^  Instead  of  taking  his  share  in  kind  of  aU  matters  of  sub- 
sistence, and  all  raw  produce  annually  growing,  the  sovereign 
demands  it  in  Money,  the  effective  Title,  the  Order,  the  Bill  of 
Exchange." 

So  Smith  says' — "  A  guinea  may  be  considered  as  a  Bill  for  a 
certain  quantity  of  necessaries  and  conveniences  upon  all  the 
tradesmen  in  the  neighbourhood." 

So  Henry  Thornton  says* — "Money  of  every  kind  is  an  order 
for  goods.  It  is  so  considered  by  the  labourer  when  he  receives 
it,  and  is  almost  instantly  tum^  into  money's  worth.  It  is 
merely  the  instrument  by  which  the  purchasable  stock  of  the 
country  is  distributed  with  convenience  and  advantage  among 
Uie  several  members  of  the  community." 

>  An  Essay  on  Public  Credit,  p.  25. 

'  Introduction  d  la  Philoaophie  Economique.  '  Wealth  of  Nations,  B,  II.,  c.  2. 

*  An  Inquiry  into  the  Nature  and  Effects  of  the  Paper  Credit  of  Great 

Britain,  p.  260. 
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This  great  fundamental  truth  was  also  very  clearly  seen  bj 
Bastiat.  He  says^ — "  This  is  now  the  time  ,Jo  analyse  the  true 
function  of  money,  leaving  out  of  consideration  the  miners  and 
importation. 

''  You  have  a  crown  piece.  What  does  it  mean  in  your  hands  ? 
It  is,  as  it  were,  the  witness  and  the  proof,  that  you  have  at  some 
time  done  some  work,  which  instead  of  profiting  by,  yon  have 
allowed  society  to  enjoy,  in  the  person  of  your  client.  This  crown 
piece  witnesses  that  you  have  rendered  a  service  to  society,  and 
moreover  it  states  the  value  of  it.  It  witnesses  besides,  that  you 
have  not  received  back  from  society  a  real  equivalent  service,  as 
was  your  right.  To  put  it  in  your  power  to  exercise  this  right 
when  and  how  you  please,  society,  by' the  hands  of  your  client, 
has  given  you  an  Acknowledgment,  a  Title,  an  Order  qf  the  State, 
a  Token,  a  Crown  piece,  in  short,  which  does  not  differ  from  Titles 
of  Credit,  except  that  it  carries  its  value  (  ?),  and  if  you  can  read 
with  the  eye  of  the  mind  the  inscription  it  bears,  you  can  distinctly 
see  these  words, '  Pay  to  the  bearer  a  service  equivalent  to  that  which 
he  has  rendered  to  society,  value  received  and  stated,  proved,  and 
measured  by  that  which  is  on  me' 

"  After  that  you  cede  your  crown  piece  to  me.  Either  it  is  a 
present,  or  it  is  in  exchange  for  something  else.  If  you  give  it 
to  me  as  the  price  of  a  service,  see  what  follows :  your  account  as 
regards  the  real  satisfaction  with  society  is  satisfied,  balanced, 
closed.  You  rendered  it  a  service  in  exchange  for  a  crown  piece, 
you  now  restore  it  a  crown  piece  in  exchange  for  a  service  :  so  far 
as  regapis  you  the  account  is  settled.  But  I  am  now  just  in  the 
position  you  were  before.  It  is  I  now  who  have  done  a  service  to 
society  in  your  person.  It  is  I  who  have  become  its  creditor  for 
the  value  of  the  work  which  I  have  done  for  you,  and  which  I 
could  devote  to  myself.  It  is  into  my  hands  therefore  that  this 
Title  of  Credit  should  pass,  the  witness  and  the  proof  of  this  social 
debt.  You  cannot  say  that  I  am  richer,  because  if  I  have  to 
receive  something,  it  is  because  I  have  given  something." 

So  again  he  says^ — "  It  is  enough  for  a  man  to  have  rendered 
services,  and  so  to  have  the  right  to  draw  upon  society,  by  the  means 
of  exchange,  for  equivalent  services.  That  which  I  call  the  means 
of  exchange  is  Money,  Bills  of  Exchange,  Bank  Notes,  and  also 

1  (EuvreSf   IW.   F.,  Maudit  Argent^  p.  80. 
*  Harmoiiies  Economiques.     OrgattiMotion  Naturelle,  p.  25. 
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bankers.  Whoever  has  rendered  a  servicey  and  has  not  received 
an  equal  satis&ction  is  the  bearer  of  a  warrant  either  possessed  of 
Talue,  like  Money,  or  of  Credit,  like  Bank  Notes,  which  gives  him 
the  right  to  draw  from  society,  when  he  likes,  where  he  likes,  and 
under  what  form  he  will,  an  equivalent  sohrice." 

So  again  he  says^ — *'I  take  the  case  of  a  private  student. 
What  is  he  doing  at  Paris  ?  How  does  he  live  there  ?  It  cannot 
be  denied  that  society  places  at  his  disposal  food,  clothing,  lodging, 
amusements,  books,  means  of  instruction,  a  multitude  of  things, 
in  short,  of  which  the  production  would  demand  a  long  time  to 
be  explained,  and  still  more  to  be  effected.  And  in  return  for  all 
&ese  things  which  have  required  so  much  labour,  toil,  fatigue, 
physical  and  intellectual  efforts,  so  many  transports,  inventions, 
commercial  operations,  what  services  has  this  student  rendered  to 
society  ?  None  :  he  is  only  preparing  to  render  some.  Why  then 
have  these  million  of  men  who  have  performed  actual  services, 
effectual  and  productive,  abandoned  to  him  their  fruits  ?  This  is 
the  explanation  : — ^The  father  of  this  student  who  was  an  advocate, 
a  physician,  or  a  merchant,  had  formerly  rendered  services — ^it 
may  be  to  the  people  of  China — and  had  received  not  direct  ser- 
vices, but  Eights  to  demand  services,  at  the  time,  in  the  place, 
and  under  the  form  which  might  suit  him  the  best.  It  is  for 
these  distant  and  anterior  services  that  society  is  paying  to-day  ; 
and,  wonderful  it  is !  if  we  follow  in  thought  the  infinite  course 
of  operations  which  must  have  taken  place  to  attain  this  result, 
we  shall  see  that  every  one  has  been  remunerated  for  his  pains : 
and  that  these  Bights  have  passed  from  hand  to  hand,  sometimes 
in  small  portions,  sometimes  combined,  until  in  the  consumption  of 
this  student  the  whole  has  been  balanced.  Is  not  this  a  strange 
phenomenon  ? 

"  We  should  shut  our  eyes  to  the  light  if  we  refosed  to  acknow- 
ledge that  society  cannot  present  such  complicated  transactions  in 
which  the  penal  and  civil  laws  have  so  little  part  without  obey- 
ing a  wonderfully  ingenious  mechanism.  This  mechanism  is  the 
object  of  PoUtical  Economy. 

"  Another  thing  worthy  of  remark  is  that  in  this  incalculable 
number  of  operations,  which  have  combined  to  allow  the  student 
to  live  for  a  day,  there  is  not  perhaps  the  millionth  part  which 
have  done  so  directly.    The  numberless  things  which  he  enjoys 

*  Harmonies  Eeonamiques,     Capikd,  p,  209. 
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to-day  are  the  woik  of  men  who  long  ago  disappeared  from  the 
earth.  And  yet  they  were  remunerated  as  they  expected  to  be, 
although  he  who  now  profits  by  their  labour  has  done  nothing  for 
them.  He  did  not  know  them — he  never  will  know  them.  He 
who  reads  this  page,  at  ilie  very  moment  he  is  reading  it  has  the 
power^  although  perhaps  he  does  not  know  it,  to  put  in  motion 
men  of  every  country,  and,  I  had  almost  said,  of  every  time 
— ^white,  bla(i,  red  and  yellow.  He  makes  generations  already 
extinct  contribute  to  his  satisfaction,  as  well  as  generations  yet 
nnbom  ;  and  he  owes  this  extraordinary  power  to  the  services  his 
father  had  formerly  rendered  to  other  men,  who,  to  all  appearance, 
have  nothing  in  common  with  those  whose  labour  is  now  made  use 
of  to-day.  Nevertheless,  such  a  balance  has  been  struck  in  time 
and  space  that  each  one  has  been  paid,  and  received  what  he 
calculates  he  ought  to  receive." 

So  Mill  says^ — "The  pounds  or  shillings  which  a  person  re- 
ceives weekly  or  yearly  are  not  what  constitutes  his  income  :  they 
are  a  sort  of  ticket  or  order  which  he  can  present  for  payment  at 
any  shop  he  pleases,  and  which  entitle  him  to  receive  a  certain 
value  of  any  commodity  that  he  makes  choice  of.  The  farmer 
pays  his  labourers  and  his  landlord  in  these  tickets,  as  the  most 
convenient  plan  for  himself  and  them." 

13.  It  will  be  seen  that  these  ideas  of  the  nature  of  Money  are 
absolutely  identical  with  the  fundamental  conception  given  by 
us.  Now,  let  us  ask, — Why  do  people  take  a  piece  of  money 
in  exchange  for  services  or  products  ?  They  can  neither 
eat  it,  nor  drink  it,  nor  clothe  themselves  with  it.  They  can 
make  no  direct  use  of  it.  The  only  use  they  can  make  of  it  is  to 
exchange  it  away  again  for  something  else  they  want.  And  the 
only  reason  why  they  take  it  is  that  they  believe,  or  have  confi- 
dence, that  they  can  do  so  whenever  they  please.  It  is,  therefore, 
what  is  called  Credit.  As  Edmund  Burke  says  of  gold  and 
silver 2 — "The  two  great  recognised  species  that  represent  the 
lasting  conventional  Credit  of  mankind." 

Hence  we  obtain  the  fundamental  definition  or  conception  of 
Credit : — 

Credit  is  anything  which  is  of  no  direct  use,  hit  which  is 

»  PrincijtUs  of  Political  Economy,  B.  III.,  ch.  7,  §  3. 
'  H^fiections  on  the  Jtevolution  of  France. 
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taken  in  exchange  for  something  else,  in  the  helief  or  confidence 
that  we  have  the  right  to  exchange  it  away  again. 

Credit  is,  therefore,  the  Right  or  Property  of  demanding  some- 
thing else  when  we  require  it.  It  is  the  Right  to  a  ftitore  payment : 
and  we  must  observe  that  Credit  is  not  tl^  transfer  of  something 
else,  but  it  is  the  Name  of  a  certain  species  of  Property  or  Right. 

Thus  Ortolan  says^ — "With  respect  to  the  first  point  of  view, 
the  personal  Right  is  called  by  us  Oriance;  by  the  Romans, 
NomeUy  and  less  usually  Greditum^ 

14.  A  Metallic  Currency  possesses  a  great  advantage  over  the 
one  we  described  at  first  which  derived  its  current  value  from  the 
belief  and  confidence  of  the  persons  who  received  it,  that  the 
debtor  could  perform  his  promise.  That  confidence  would  naturally 
exist  only  among  his  own  neighbours,  and  at  most  among  a  com- 
paratively small  number  of  persons  who  had  full  opportunity  of 
knowing  the  circumstances  of  the  individual,  and  if  the  persons 
who  took  it  had  dealings  with  strangers  or  foreigners,  who  had  no 
knowledge  of  the  debtor,  they  would  not  receive  such  an  obliga- 
tion. The  service  denoted  by  such  an  obligation  could  only  be 
demanded  from  the  individual  who  gave  it,  and  people  in  general 
would  not  be  willing  to  give  their  services,  when  they  could 
demand  services  in  return  from  only  one  person.  That  person, 
too,  might  die,  or  become  insolvent,  which,  of  course,  would  destroy 
the  value  of  his  obligations.  A  Metallic  Currency  is  free  from 
these  objections.  Its  utility  was  so  evident  to  all  persons  who  had 
conmiercial  dealings,  that  they  universally  agreed  to  receive  it  in 
return  for  services.  So  that  when  a  person  receives  an  obligation 
expressed  in  MetaUic  Currency,  he  is  able  to  command  the  ser- 
vices, not  only  of  the  original  debtor,  but  also  those  of  the  whole 
industrial  community. 

There  is  clearly,  then,  no  difference  in  principle  between  a 
Metallic  and  a  Paper  Currency.  A  Metallic  Currency  is  subject 
to  its  own  peculiar  disadvantages,  because,  by  ita  constant  wear 
and  tear  as  it  passes  from  hand  to  hand,  it  suffers  considerably 
by  abrasion,  not  to  mention  any  bad  practices  that  may  be  resorted 
to  to  lessen  its  weight,  and  as  we  have  seen  that  the  quantity  or 
weight  of  the  metal  represents  the  amount  of  service  the  owner 
can  command,  as  the  metal  decreases  in  weight,  so  does  the  amount 

*  (UnmrdtMUion  du  droit  romairit  Part  II,,  tit.  1. 
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*       * 

of  service  it  reprensents  gradnally  and  oorrespondingly  diminish. 
Paper  is  not  subject  to  this  loss  of  material,  so  that  if  it  were 
possible  to  have  a  Paper  Currency  based  upon  the  same  credit,  and 
which  should  be  as  generally  received  as  a  metallic  one,  it  would 
be  a  preferable  form. 

The  Paper  Currency  we  have  described  would  in  its  simplest 
form  have  the  particular  service,  or  product,  it  was  intended  to 
command  stated  on  the  face  of  it,  as  we  have  seen  was  done  in 
the  American  War.  This,  however,  would  manifestly  limit  its 
utiUty,  so  by  universal  consent  it  is  almost  invariably  the  custom 
to  make  the  Paper  Currency  of  a  country  represent  a  certain 
portion  of  the  Metallic  Currency,  which  is  the  generaUy  received 
power  of  commanding  all  services  and  products.  Paper  Currency, 
therefore,  in  modem  practice,  instead  of  promising  that  the  debtor 
will  render  any  amount  of  particular  service,  almost  always 
expresses  that  he  will  give  a  certain  amount  of  Metallic  Currency, 
either  on  demand  or  at  some  fixed  time. 

The  preceding  considerations  suggest  to  us  a  principle  which 
will  be  found  to  be  of  ftindamental  importance  in  Economics,  and 
it  will  be  seen  that  it  is  essentially  requisite  to  bear  it  in  mind,  in 
all  questions  relating  to  money.  It  is  this — Where  theke  is  no 
Debt,  there  can  be  no  Currency.  The  Debt  represented  the 
precise  inequality  of  the  exchange,  and  when  there  is  no  exchange, 
the  Debt  must  equal  in  value  the  service  rendered.  Hence,  it  iF 
perfectly  clear,  that  the  use  of  Currency  is  to  supply  the  defect  of 
the  exchange,  or  rather,  in  most  cases  to  do  away  with  the 
necessity  for  an  exchange  or  barter. 

15.  It  is  hardly  necessary  to  say  that  this  is  not  the  conception 
of  the  nature  of  money  most  usual  among  writers  on  Economics. 
The  idea  most  prominently  dwelt  upon  by  most  writers  both  on 
the  continent  and  in  England  is  that  money  is  the  **  instrument 
of  exchange  "  or  is  the  "  medium  of  exchange."  The  principal 
writers  on  Economics  consider  money  as  an  intermediate  mer- 
chandise used  for  the  purpose  of  eflfecting  indirect  exchanges. 
This  was  the  conception  established  by  the  Physiocrates,  and 
generally  adopted  by  Economists  since  them.  J.  B.  Say  calls  a 
transaction  effected  by  money  a  demi-exchange.  So  M.  Joseph 
Gamier  says^  that  direct  barter  ceases  as  soon  as  nations  emerge 

*  Elements  of  Politiocd  Economy.    Zrd  edit.t  p.  H. 
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from  the  infancy  of  civilisation.  In  civilised  countries  snch  cases 
are  rare,  and  often  impossible.  Thus  a  bookseller  who  has  nothing 
but  booksy  can  but  rarely  pay  his'  baker,  or  his  shoemaker,  with 
books.  A  certain  peculiar  species  of  merchandise  has,  therefore, 
been  devised,  called  money,  which  the  buyers  of  books  give  to  the 
bookseller,  and  which  he  can  give  again  to  those  who  sell  to  him. 
Thus,  he  says,  barter  is  complicated  by  an  intermediate  exchange. 
This  money,  men  have  agreed  to  make  of  silver^  and  of  gold  ;  and 
in  civilised  countries  the  shoemaker  exchanges  his  shoes  for  their 
equivalent  in  money^  for  the  purpose  of  again  exchanging  this 
money  for  a  hat,  it  may  be.  The  operations  of  the  hatter  are 
similar,  and  they  may  be  represented  thus : — 

The  shoemaker 

first  exchanges  his  shoes  for  money,  then  exchanges  the 

money  for  a  hat,  which  is  equivalent  to  exchanging 

the  shoes  for  a  hat. 

The  hatter 
first  exchanges  a  ?uit  for  money,  then  the  money  for  shoes, 
which  reduces  the  operation  to  an  exchange 
of  a  hat  for  shoes. 
Such  is  the  view  of  the  matter  hitherto  generally  adopted,  and 
it  may  perhaps  seem  somewhat  captious  to  reject  a  conception 
sanctioned  by  so  great  a  concurrence  of  authority.    Moreover, 
allowing  that  either  conception  is  correct,  it  may  seem  to  many 
indifferent  which  ought  to  be  adopted.    We  think,  however,  that 
a  careful  consideration  of  the  two  proposed  conceptions  will  shew 
that  the  one  we  have  adopted  is  manifestly  the  more  rigidly 
accurate  of  the  two.      But  the  true  reason  why  we  give  fhe 
preference  to  it  over  a  conception  so  long  established,  is  one 
which  has  prevailed  in  many  other  sciences,  and  has  conclusively 
shewn  which  is  the  true  fundamental  conception  of  the  science. 
It  is  this — ^that  although  the  simple  phenomena  of  monetary 
science  may  be  explained  equally  well  by  adopting  either  con- 
ception, yet,  when  we  come  to  the  higher,  and  more  complicated 
phenomena,  they  are  wholly  inexplicable  if  we  adopt  the  con- 
ception of  money  as  being  an  intermediate  merchandise,  as  the 
fundamental  and  primary  one.    If  there  never  had  been  any  but 
a  Metallic  Currency,  the  old  conception  would  have  been  sufficient, 
and  it  is  capable  of  explaining  all  phenomena  in  which  Metallic 
Conency  only  is  concerned.    But  in  modem  times  an  engine  of 
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much  more  complicated  nature  has  been  devised,  namely.  Credit  or 
Pcq^  Currency.  Now  our  reason  for  rejecting  the  common  con- 
ception of  money  as  the  primary  and  fundamental  one,  is  that  it 
is  wholly  incapable  of  solving  the  more  intricate  and  important 
problems  in  Paper  Currency.  But  by  adopting  the  conception  of 
money  we  have  proposed  as  the  primary  and  fundamental  one,  the 
whole  theory  of  Credit  and  Paper  Currency  can  be  constructed, 
and  all  their  phenomena  be  explained.  A  very  good  proof  of  the 
correctness  of  these  remarks  is,  that  no  writer  who  has  adopted 
the  older  conception  has  ever  even  attempted  to  solve  the  more 
intricate  problems  in  the  theory  of  Paper  Currency,  or  even  seems 
to  be  aware  of  their  existence.  The  most  stupendous  calamities 
have  been  brought  about  by  founding  a  Paper  Currency  in  contra- 
diction to  our  fundamental  conception,  as  will  be  shewn  in  a 
future  chapter. 

The  force  of  this  reasoning  will  be  apparent  to  any  one  who 
considers  several  analogous  cases  in  other  sciences.  Thus  the 
definition  of  an  angle  given  by  Euclid  serves  well  enough  for  the 
purposes  of  geometry,  but  is  quite  inadequate  for  those  of 
trigonometry.  Consequently  the  conception  of  an  angle  in 
trigonometry  is  quite  different  from  the  one  hitherto  adopted 
in  geometry.  The  fundamental  conception  of  the  central  posi- 
tion of  the  earth  was  capable  of  explaining  many  of  the  simpler 
phenomena  of  astronomy,  but  being  inadequate  to  explain  the 
more  complicated  ones,  it  was  rejected  in  favour  of  the  heliocentric 
one.  So  the  corpuscular  theory  of  light  was  superseded  by  the 
undulatory  theory  for  the  very  same  reason.  Exactly  the  same 
course  of  reasoning  leads  us  to  prefer  the  fundamental  conception 
of  money  as  being  the  Representative  of  Debt  to  that  of  its  being 
the  Medium  of  Exchange. 

And  we  have  shewn  that  many  writers  have  observed  this 
already,  but  they  have  not  appreciated  the  full  value  of  the 
conception.  They  have  not  sufficiently  seen  that  Money  and 
Credit  are  homogeneous  quantities,  and  that  Money  is  only  the 
highest  and  most  general  form  of  Credit.  A  Right  to  demand 
something  frt)m  an  individual  has  only  particular  value,  and  as 
the  individual  may  not  be  able  to  render  that  something,  ita 
value  is  precarious;  but  as  Money  is  exchangeable  among  all 
persons,  at  all  times,  and  in  all  places  of  the  same  country,  its 
value  is  permanent  and  general. 
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« 

Of  Currency,  or  Circulating  Medium. 

16.  Having  thus  examined  the  function  of  Money  and  Credit, 
and  shewn  that  the  latter  is  a  species  of  exchangeable  property, 
of  the  same  nature  as,  but  inferior  in  degree  to,  Money,  we  have 
now  to  consider  the  words  "  Currency,"  and  "  Circulating  Me- 
dium," which  have  given  rise  to  protracted  controversies  in 
comparatively  recent  times,  and  we  take  them  together,  because 
all  writers  use  them  as  absolutely  equivalent. 

To  call  Money  by  the  name  of  Cun-ency  is  one  of  the  most 
extraordinary  abuses  of  language  that  has  ever  occurred.  In  old 
times  men  used  to  speak  of  money  being  current,  as  it  passed 
from  hand  to  hand.  Hence  arose  the  expression  the  currency 
of  money.  So  late  as  the  case  of  Miller  v.  Rouie^  in  1750,  Lord 
Mansfield  says  of  money  that  it  cannot  be  recovered  after  it  has 
passed  in  currency^  but  before  money  has  passed  "  in  currency  " 
an  action  might  be  brought  for  it.  He  says  the  same  of  a  bank 
note  :  an  action  could  not  be  brought  for  it  after  it  was  paid  away 
in  currency.  Hence  the  word  Currency  was  manifestly  applied  to 
a  certain  peculiarity  of  Money, — namely,  its  passing  fVom  hand  to 
hand.  But  about  the  beginning  of  the  last  century  by  a  most 
extraordinary  confusion  of  ideas,  and,  as  far  as  we  have  been  able 
to  discover,  it  arose  in  our  American  colonies,  the  Money  itself 
was  called  Currency.  This  name  occurs  but  rarely  in  Smith,  but 
since  his  time  has  become  very  common. 

To  shew  the  extreme  absurdity  of  this  name,  we  have  only  to 
consider  a  few  similar  cases.  Nothing  is  more  common  than  to 
say  that  such  an  opinion,  or  such  a  report,  is  current,  and  we 
speak  of  the  currency  of  such  an  opinion,  or  such  a  report.  So 
Tom  Paine  said^ — "  I  have  gone  into  coffee  houses  and  places 
where  I  was  unknown  on  purpose  to  learn  the  currency  of  opinion. 
.  .  .  this  I  think  a  fair  way  of  collecting  the  natural  currency 
of  opinion."  But  who  ever  dreamt  of  calling  the  opinion,  or  the 
report,  itself,  currency  f  It  is  very  common  to  speak  of  the  cur- 
rency of  the  Session  of  Parliament — ^but  who  ever  dreamt  of 
calling  the  Session  itself  currency  ? 

Now,  bow  can  it  be  more  rational  in  a  scientific  sense  to  call 
money  Currency,  than  to  call  a  report,  or  an  opinion,  or  the 
Session  of  Parliament,  Currency  ? 

»  State  TrialM,  Vol.  XXII,,  p.  406. 
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Such  as  it  is,  however,  this  Tankeeism  is  far  too  firmly  fixed 
in  common  use  to  be  abolished :  and  hence  we  must  now  accept 
it,  and  shew  how  it  arose,  and  ascertain  what  in  a  scientific  sense 
it  includes. 

The  word  "  current "  came  to  be  applied  to  Money,  from  the 
following  peculiarity  of  English  Law. 

If  a  person  steals  any  of  my  goods,  such  as  books,  furniture,  a 
horse,  &c.,  and  sells  them  to  another  person  who  buys  them 
innocently  without  knowing  that  they  have  been  stolen,  the  thief 
can  transfer  no  property  in  the  goods,  unless  the  sale  be  made  in 
market  overt.  That  is,  if  I  find  my  goods  in  any  other  person's 
possession,  I  may  reclaim  them,  even  although  that  person  bought 
them  for  a  fair  price,  and  did  not  know  they  were  stolen,  unless 
they  were  sold  in  market  overt.  But  if  they  were  bought  in 
market  overt,  then  the  buyer  may  retain  them  against  the  true 
owner  even  though  they  were  stolen. 

But  to  this  rule  of  English  Law  Money  was  always  an  exception. 
If  the  true  owner  of  Money  which  has  been  stolen  finds  it  in  the 
hands  of  a  thief  he  may  recover  it ;  but  if  the  thief  has  purchased 
things  in  a  shop  with  it  the  shop-keeper  who  takes  it  honestly  in 
the  course  of  his  trade  may  retain  it  against  the  original  owner  ; 
that  is,  as  Lord  Mansfield  said,  money  cannot  be  recovered  after  it 
has  been  paid  away  in  currency. 

The  true  peculiarity  of  money,  then,  which  was  denoted  by  the 
word  Currency,  was  that  the  property  in  it  passed  by  delivery. 

And  when  the  substitutes  and  representatives  of  money, 
such  as  Bills  of  Exchange  and  Bank  Notes,  came  into  use,  it  was 
found  necessary  for  the  benefit  of  commerce,  to  apply  the  same 
doctrine  to  them.  The  custom  of  negotiating  Bills  of  Exchange 
grew  up  and  flourished  among  merchants  for  upwards  of  thre^ 
centuries  before  any  case  arising  out  of  them  came  before  a 
Court  of  Law.  In  course  of  time  the  Common  Law  adopted  the 
Lex  Mercatoria,  or  custom  of  merchants,  and  by  it  Bills  of 
Exchange  were  treated  like  Money,  in  so  far  as  this,  that  the 
property  in  them  passed  like  that  of  Money.  Thus,  if  they  were 
stolen,  though  the  true  owner  might  recover  them  if  he  found 
them  in  the  hands  of  the  thief,  yet  if  the  thief  had  passed  them 
away  for  value  to  an  innocent  holder  in  the  course  of  business,  that 
innocent  holder  acquired  the  property  in  them,  and  might  retain 
them  against  the  true  owner,  and  enforce  payment  from  all  the 
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parties  liable.  Thus  Bills  of  Exchange  were  assimilated  to  money 
in  this  important  respect,  that,  even  though  stolen,  when  they 
had  once  been  passed  away  in  currency,  the  property  in  them 
belonged  to  the  person  who  had  innocently  purchased  them. 

The  same  rule  holds  good  with  regard  to  all  oonmiercial  paper. 
Hence  the  word  "Currency"  is  applicable  to  Money  and  all 
Instroments  of  Credit :  and  until  very  recent  times  Money  and 
all  forms  of  Credit  were  included  under  the  word  Currency.  A 
difference  of  opinion,  however,  on  this  point  has  sprung  up  in 
modem  times  which  has  had  very  important  legislative  conse- 
quences, which  will  demand  our  most  serious  attention  hereafter. 

17.  The  expression  Circulating  Mediim  came  into  use  about  the 
last  decade  of  the  last  century,  and  is  a  far  more  correct  ex- 
pression. The  Circulating  Medium  is  manifestly  the  medium  by 
which  the  circulation  of  conmiodities  is  effected,  and  clearly,  by 
the  very  force  of  the  definition,  includes  Money  and  Credit  of  all 
sorts.  The  Metallic  Currency  is  termed  Money,  and  the  Paper 
Currency  of  all  sorts  is  termed  Security  for  Money.  These  se- 
curities for  money,  or  the  Paper  Currency,  are  divided  into  two 
general  species,  first.  Promises  to  pay  money,  called  Promissory 
Notes,  and  secondly.  Orders  to  pay  money,  called  Bills  of 
Exchange.  Each  of  these  general  divisions  has  several  varieties, 
which  are  treated  of  in  a  subsequent  chapter. 

The  Paper  Currency  represents  a  pledge  for  a  future  payment 
exactly  as  money  does.  The  latter,  however,  is  always  a  pledge 
payable  on  demand.  In  the  case  of  paper,  this  pledge  is  fre- 
quently not  payable  on  demand,  but  at  a  fixed  period  after  its 
creation.  Now,  it  is  clear  that,  though  the  period  of  payment 
is  deferred,  it  cannot  alter  the  fundamental  nature  of  the  instru- 
ment. It  may  affect  its  value,  and  its  negotiability,  or  facility  of 
transfer,  but  it  cannot  affect  its  essence.  A  pledge  to  pay  in 
three  months'  time  is  clearly  of  the  same  nature  as  a  pledge  to 
pay  on  demand,  nor  does  it  in  any  way  signify  whether  it  is 
recorded  on  paper,  or  exists  merely  in  the  abstract  form  of  a  Debt. 

18.  The  word  Currency  itself  is  a  complex  term  involving  two 
simple  ideas.  From  its  first  representing  a  Debt,  its  funda- 
mental idea  was  that  it  was  something  that  denoted  power  of 
demanding  services,  and  secondly,  it  also  passed  from  hand  to 
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hand  itself.  Of  these  two  ideas  it  must  be  specially  observed 
that  the  former  is  the  fundamental  one,  but  it  has  received  its 
name  from  the  latter.    Resolved  into  these  ideas  it  denotes — 

1.  That  which  circulates  commodities,  i.  e.,  which  causes  com- 
modities to  circulate,  where  circulate  is  an  active  verb. 

2.  That  which  circulates  itself  where  circulates  is  a  neuter 
verb. 

From  the  first  of  these  ideas  is  derived  the  term  Circulating 
Medium,  and  from  the  second  Currency, 

The  term  Circulating  Medium  does  not  occur  in  Adam  Smith  : 
nor  is  it  used  in  a  pamphlet  published  in  1793  on  the  commercial 
crisis  of  that  year,  where  it  would  naturally  have  been  employed 
if  it  had  been  in  common  use.  The  first  instance  we  have  been 
able  to  discover  of  its  having  found  its  way  into  print,  is  in  the 
year  1797,  when  we  find  Mr.  Fox  complaining  ^  that  **  Circulating 
Medium"  was  a  novel  term,  whose  meaning  was  not  very  well 
settled. 

We  have  observed  above  that  the  word  '*  circulate,"  like  many 
other  verbs,  has  both  an  active  and  a  neuter  sense.  Smith  uses  it 
in  both  senses  in  different  places.  Thus  he  says^ — "  Their  (gold 
and  silver)  use  consists  in  circulating  commodities."  So  also  he 
says  afterwards^ — "The  great  wheel  of  circulation  is  altogether 
different  from  the  goods  which  are  circulated  by  means  of  it.  The 
revenue  of  the  society  consists  altogether  in  these  goods,  and  not 
in  the  wheel  which  circulates  them."  A  little  further  on  he  speaks 
of  the  different  sorts  of  paper  money,  but  he  says  the  circulating 
notes  of  banks  and  bankers  are  the  species  which  are  best  known. 
In  these  two  sentences  the  word  circulate  is  used  in  two  different 
senses.  In  another  place  he  says — "The  only  use  of  money  is  to 
circulate  goods."  In  the  following  sentence  both  senses  occur — 
"  Let  us  suppose,  for  example,  that  the  whole  circulating  money 
of  some  particular  country,  amounted  at  a  particular  time  to  one 
million  sterling,  that  sum  being  then  sufficient  for  circulating  the 
whole  annual  produce  of  their  land  and  labour."  And  so  in  this 
sentence — ^"  When  we  compute  the  quantity  of  industry  which  the 
circulating  capital  of  any  society  can  employ,  we  must  always  have 
regard  to  those  parts  of  it  only  which  consist  in  provisions,  ma- 
terials, and  finished  work ;  the  other,  which  consists  in  money  and 

»  Pari.  Hist.,  Vol.  XXXIII.,  p.  342. 
«  Weaiih  of  Natione,  B.  II.,  ch,  1.       »  Ibid.,  B.  II.,  ch.  2. 
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which  seryes  only  to  etrculate  those  three,  must  always  be  deducted." 
— ^"What  is  the  proportion  which  the  circulaHng  money  of  any 
country  bears  to  the  whole  value  of  the  annual  produce  circulated 
by  means  of  it,  it  is  perhaps  impossible  to  determine."  Hence, 
we  obeerve  that  the  word  to  "  circulate  "  was  used  in  both  senses 
by  Adam  Smith,  though  he  does  not  use  the  expression  Circulating 
Medium. 

In  the  pamphlet  of  1793,  though  we  do  not  find  the  words  in 
actual  conjunction  so  as  to  form  one  expression,  we  yet  have  the 
idea.  Thus  the  writer,  speaking  of  the  enormous  trade  of  Great 
Britain,  says — **  The  medium  by  which  this  extensive  trade  has 
been  conducted  is  Paper  Credit ;  a  medium  which  alone  is  equal 
to  the  emergency  of  so  quick  and  so  remote  an  intercourse."  In 
a  subsequent  sentence  he  says — '*  The  enormous  but  unsubstantial 
Capital  by  which  the  productions  of  the  world  were  so  expe- 
ditiously transferred  from  region  to  region  sinks  in  a  moment 
to  a  few  hard  guineas."  Now,  it  is  quite  evident  that  the 
expression  **  Circulating  Medium  "  is  merely  the  essence  of  these 
two  sentences. 

But  the  ordinary  meaning  of  words  in  scientific  language  leaves 
no  possible  doubt  as  to  which  of  the  two  senses  of  "  circulate  "  is 
the  true  one  in  the  expression  "  Circulating  Medium."  A  medium 
in  scientific  language  invariably  means  some  middle  thing,  by  or 
ihrongh  which  something  else  is  doue.  Thus,  we  speak  of  a 
medium  of  communication,  being  some  one,  or  some  thing,  through 
whom  or  through  which,  something  is  communicated  from  some 
one  to  some  one  else.  So  a  Circulating  Medium  must  mean  a 
mediom  of  circulation,  through  or  by  means  of  which  something 
else  is  circulated.  If  we  are  to  interpret  the  word  circulating  as 
that  which  circulates  itself,  we  may  substitute  some  other  words  of 
equivalent  meaning  in  the  expression,  and  it  comes  to  this  that 
the  Circulating  Medium  means  the  "travelling  middle,"  which 
reduces  the  expression  to  absolute  nonsense.  In  a  philosophical 
sense,  then,  it  is  perfectly  certain  that  the  expression  "  Circulating 
Medium "  does  not  mean  the  itinerating  mediiun,  or  the  medium 
which  necessarily  circulates  itself,  but  the  medium  that  circidates 
commodities.  And  this  was,  beyond  all  doubt,  the  meaning 
attributed  to  it,  at  the  time  it  originated. 

The   amount    of   the    Currency,  or  Circulating  Medium,  in 
any  country  is  the  aggregate  amount  of  it  belonging  to  every 
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individual.  Now  whatever  represents  the  amount  of  Debt  due  to 
aOT  individual,  over  and  above  his  possessions  in  commodities,  in 
w^Jbever  form  that  Debt  maj  be  recorded,  whether  metal  or 
paper,  or  whether  it  exists  simply  as  a  Debt,  is  the  amount  of 
Currency  belonging  to  him.  Adopting  this  definition,  we  may 
enumerate  the  different  species  of  Currency  as  follows : — 

1.  Coined  money  :  gold,  silver,  and  copper. 

2.  The  Paper  Currency ;  i.  e.y  Promissory  Notes  and  Bills  of 
Exchange,  with  all  their  varieties. 

8.  Simple  Debts  of  all  sorts ;  such  as  Credits  in  bankers' 
books,  called  Deposits,  Book  Debts  of  traders,  and  private 
Debts  between  individuals. 

It  is  obvious  that  there  is  no  distinction  in  principle  betweeen 
the  two  latter  species.  They  each  denote  that  a  transfer  of  some 
sort  has  taken  place,  and  are  a  title  to  future  payment.  As  a 
matter  of  convenience  some  of  these  are  recorded  on  pieces  of 
paper.  It  is  certainly  true  that  some  of  these  descriptions  of 
Currency  are  more  eligible  and  secure  than  others,  and  perform 
the  same  duties  with  different  degrees  of  advantage.  The 
MetalHc  Currency  rests  upon  the  credit  of  the  State,  that  it  is 
of  the  proper  weight  and  fineness,  and  the  universal  readiness 
of  the  people  to  receive  it  in  return  for  services.  Paper  Currency, 
in  this  country  at  least,  rests  entirely  upon  private  credit,  and  is  of 
all  degrees  of  security,  from  a  Bank  of  England  note  down  to 
a  private  I  0  U.  These  different  species  of  Currency,  therefore, 
though  they  possess  different  degrees  of  circulating  power, 
though  they  may  be  more  or  less  eligible  or  secure,  represent 
but  one  fundamental  idea — Debt.  From  these  considerations  it 
follows  that  the  amount  of  Curren^,  or  Circulating  Medium,  in 
any  countiy  is  the  mm  total  of  all  the  Debts  dm  to  every 
individual  in  it. 

We  shaU,  therefore,  use  the  terms  "Currency,"  and  "Circu- 
lating Medium,"  in  this  work  as  absolutely  identical,  and  co- 
extensive, the  latter  being  founded  upon  its  fundamental  concep- 
tion of  circulating  commodities.  It  is  true  that  the  former  is 
considerably  the  older  term,  and  is  derived  from  that  portion  of 
tfie  Circulating  Medium,  which  was  most  frequently  thought  of. 
Some  persons,  too,  might  be  a  little  startled  at  first,  at  seeing  such 
an  extension  given  to  the  word  "  Currency."  But  it  is  merely  an 
instance  of  what  has  repeatedly  happened  in  other  sciences,  that 
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names  have  been  given  to  substanoes  from  some  particular  quality 
in  tiiem,  which  first  attracted  attention,  and  it  has  been  after- 
wards discovered  that  that  was  not  their  fundamental  idea,  and 
the  class  has  been  extended,  through  the  exigences  of  science,  to 
include  other  things  which  have  no  trace  of  the  quality,  whence 
it  deriTea  its  name.  We  may  mention  as  familiar  instances,  two 
cases  in  geology,  and  chemistry.  In  geology  the  term  "  oolite," 
was  first  applied  to  rocks  which  resembled  the  roe  of  a  fish, 
but  the  necessities  of  science  compelled  geologists  to  class  cer- 
tain other  formations  which  have  no  resemblance  to  roe,  under 
4he  term  of  oolite,  and  such  classification  is  universally  adopted. 
So  also  ^^  white  chalk  may  be  yellow,  green,  or  black,  and  is 
actually  of  these  colors  in  some  places,  but,  notwithstanding 
these  stains  upon  its  character,  it  is  still  called  'white'  by 
courtesy."^  So  the  term  "combustion"  was  applied  to  certain 
phenomena  in  chemistry,  on  account  of  heat  being  developed 
during  the  process.  But  a  deeper  knowledge  in  chemistry  dis- 
closed that  it  was  merely  the  process  of  oxygen  combining  with 
mmie  other  substance,  and  the  quality  of  the  evolution  of  heat 
was  accidental,  and  that  there  are  cases  of  the  combination  of 
oxygen  with  substances  where  no  heat  is  developed.  And  yet 
these  are  classed  under  the  term  combustion.  Thus,  the  rusting 
of  iron  is  merely  the  process  of  oxygen  combining  with  it 
chemically,  and  is  classed  as  combustion,  though  no  heat  is 
developed.  So  the  word  acid  has  received  an  extension  whioh 
includes  many  things  which  arc  not  sour.  To  say,  then,  thafc 
private  Debts  are  to  be  classed  under  the  term  Currency,  can  be 
no  stumbling  block  for  an  instant,  to  any  one  who  considers  these 
analogous  cases.  It  is  merely  an  example  of  what  has  repeatedly 
happened  in  other  sciences,  when  more  correct  views  were 
entertained  of  the  proper  classification  of  their  objects. 

In  exact  accordance  with  these  ideas,  Pitt  said^ — "  As  so  much 
has  been  said  on  the  matter  of  a  Circulating  Medium,  he  thought 
it  necessary  to  notice  that  he  did  not  for  his  own  part  take  it  to  be 
of  that  empirical  kind  which  had  been  generally  described.  It 
appeared  to  him  to  consist  in  anything  that  answered  the  great 
purposes  of  trade  and  conmierce,  whether  in  specie,  paper,  or  any 
other  terms  that  might  be  tisedJ' 

*  Quarterly  Beview,  Vol,  XCV.,  p.  B9d.    See  aUo  IVheioeWa  Phil  Ind.  Sd, 

for  other  exampUe. 
•  Plen-L  BUt.,  Vol.  XXXIIL,  p,  342. 
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money  in  a  country  bears  some  necessary  relation  to  the  quantity 
of  commodities  in  it ;  many  more  think  that  the  prices  of  com- 
modities are  determined  by  the  proportion  which  the  quantity  of 
money  bears  to  the  quantity  of  commodities.  That  this  is  a  very 
gricTous  error  may  very  easily  be  i^ewn.  Let  us  suppose  ihst 
A.  and  B.  are  reciprocally  indebted  to  each  other  for  the  sale  of 
goods.  Let  us  suppose  that  A.  has  bought  goods  from  B.  to  the 
amount  of  £10^  and  B.  has  bought  goods  from  A.  to  the  amount 
of  £18.  Then  it  is  quite  dear  that  there  are  three  different  waya 
of  settling  their  dealings : — 

1.  Each  may  send  a  clerk  to  the  other  to  demand  payment  in 
fidl  of  his  debt    This  method  would  require  £28. 

2.  A.  may  send  £10  to  B.  to  discharge  his  debt^  and  B.  may 
Bend  it  back  to  A.  with  £8  more  to  discharge  his  debt.  This 
method  would  require  £18. 

8.  They  may  meet  and  set  off  their  mutual  debts  against  each 
other,  and  pay  only  the  difference  in  coin.  This  method  would 
require  only  £8. 

Now  it  is  quite  clear  that  a  yery  different  quantity  of  money 
would  be  required  to  carry  on  any  given  amount  of  business^ 
according  as  either  of  these  three  methods  were  adopted.  Be- 
tween the  first  and  the  third  there  is  a  difference  of  £20,  but 
there  would  be  no  difference  in  the  prices  of  commodities. 
These  £20  would  not  influence  prices,  but  be  required  to  settle 
debts  in  a  clumsy  way.  So  it  is  clear  that  by  a  simple  change 
in  the  method  of  doing  business,  £20  may  be  withdrawn  from 
circulation  altogether,  and  applied  to  new  transactions. 

From  these  considerations  it  appears  that  there  may  be  large 
quantities  of  money  in  a  country  which  may  exerciae  no  influence 
on  prices,  and  the  proportion  between  money  and  commodities 
may  vary  greatly  according  as  one  or  other  of  these  methods  of 
doing  business  is  adopted.  Now  if  a  country  which  habitually 
adopted  the  first  method,  were  to  change  its  custom  and  adopt 
the  third,  it  is  perfectly  clear  that  a  very  large  quantity  of  money 
would  be  disengaged  from  circulation,  and  may  be  applied  to 
promote  new  operations,  and  therefore  in  all  its  praotiod  effects 
it  would  be  an  addition  to  the  previously  existing  quantity  of 
money.  Hence  the  various  methods  of  economising  the  use  of 
money  are  to  be  considered  as  an  increase  of  the  resources  of 
the  nation.     If  by  an  improved  method  of  doing  business  we 
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ean  dispense  with  £500^000  in  settling  transactions,  that  is 
eqmyaleAt  to  adding  that  snm  to  the  resouroes  of  the  nation. 
It  is  one  of  the  great  functions  of  a  bank  to  promote  such  a 
change  of  doing  business,  and  to  bring  people  together  to 
balance  their  mntoal  debts  without  the  intervention  of  money, 
and  it  will  be  shewn  in  a  subsequent  chapter  how  greatly  the 
skilfhl  employment  of  such  methods  economises  and  developes 
the  national  resources. 


On  ClBCULATION. 

20.  When  commodities,  &c.,  are  interchanged  directly  for  one 
another  it  is  called  Barter,  or  Exchange.  When  commodities 
are  interchanged  for  Money,  that  Money  is  only  taken  in  order 
that  it  may  be  interchanged  again  for  something  else.  Hence 
J.  B.  Say  aptly  said,  that  when  money  is  used,  the  transaction  is 
tiie  half  of  an  exchange,  which  is  true.  It  is  also  called  a  Sale. 
A  Sale  always  denotes  a  transaction  in  which  one  of  the  quanti- 
ties exdianged  is  Money  or  Credit,  that  is,  when  one  quantity  is 
a  useful  commodity,  and  the  other  only  the  Right  to  demand  one  ; 
that  is,  when  the  interchange  is  of  things  of  an  unlike  nature. 
An  Exchange  is  always  an  interchange  of  things  of  a  like  nature, 
either  commodities  for  commodities,  or  Currency  for  Currency^ 
Thus  we  speak  of  the  Foreign  Exchanges,  or  the  value  of  the 
Currency  of  one  country  in  terms  of  the  Currency  of  another  ;  or 
we  ask  for  the  change  (/.  «.,  the  'change  or  exchange)  of  a  £5 
note  or  a  sovereign ;  so  we  speak  of  exchanging  a  picture  for  a 
statue,  or  one  book  for  another.  When  the  interchange  is  of 
conunodities  for  Currency,  the  one  who  gives  Currency  is  said  to 
Buy  the  commodity,  and  the  one  who  gives  the  commodity  is  said 
to  Sell  it.  Thus  we  buy  a  horse  or  a  house  with  Currency.  An 
officer  buys  a  commission  in  the  army,  but  he  exchanges  from  one 
regiment  to  another.  So  in  Lear  (Act  v.,  sc.  8),  when  Albany 
throws  down  his  glove  to  the  traitor  Edmund,  the  latter,  throwing 
down  his  own,  says — "  There's  my  exchange," — ^meaning  like  for 
like.  And,  a  little  farther  on  in  the  same  scene,  Edgar  says  to 
his  wicked  brother  Edmund—^*  Let's  exchange  charity."  So  in 
Hamlet  (Act  v.,  sc.  2),  Laertes  says — 

'*  Exchange  forgiveness  with  me,  nobl^  Hamlet." 
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21.  A  transaction  in  which  Corrency  is  given  for  commodities 
is,  as  jnst  said^  a  Sale.  The  sum  total  of  these  sales  is  propeiiy 
termed  the  Circulation.  Hence  a  single  piece  of  money  may 
add  considerably  to  the  circulation^  for  every  time  it  is  transfeired 
it  is  an  addition  to  the  circulation,  though  it  is  no  increase  to  the 
Cnrrenqr.  We  must  observe  that  the  word  OtrcuHation  is  often 
used  in  a  very  corrupt  sense,  as  being  synonymous  with  money  and 
bank  notes,  more  particularly  the  latter.  Thus  the  number  of 
notes  issued  by  the  Bank  of  England,  or  any  other  bank,  is 
frequently  termed, its  Girculatim,  more  especially  by  American 
writers,  from  whom  we  beh'eve  the  absurdity  of  calling  money 
Currency  originated.  Of  all  the  terms  in  common  use  this  is  one 
of  the  most  objectionable.  To  call  the  notes  which  circulate 
eirculation,  seems  as  great  a  confrision  of  ideas,  as  to  call  a  wheel 
a  rotation.  We  shall  accordingly  never  use  the  word  Circulation 
to  mean  the  amount  of  issues  of  a  bank,  the  correct  expression 
evidently  is  to  say  the  number  of  its  Notes  m  OircuJation.  We 
shall  alwj^s  use  the  words  Currency  and  Circulation  to  mean 
different '  things ;  the  former  to  denote  the  substance  itself,  the 
second  the  amount  of  its  transfers  from  hand  to  hand.  It  is  also 
clear  that  the  Currency  and  the  Circulation  do  not  bear  any  fixed 
relation  to  each  other,  for  there  may  be  a  large  amount  of  Cur- 
rency in  a  country,  yet,  if  the  industrial  operations  be  few,  there 
will  be  a  small  Circulation.  On  the  other  hand,  there  may  be 
a  small  amount  of  Currency,  but  if  the  people  be  active  and 
industrious,  it  will  pass  frequently  from  hand  to  hand,  and  there 
will  be  a  large  Circulation.^ 

As  the  use  of  the  Currency  is  to  set  industry  in  motion,  and 
inasmuch  as  it  has  no  use  except  so  far  as  it  does  that,  its  bene- 
ficial effects  are  not  to  be  measured  by  its  actual  amount,  but  by 
the  quantity  of  industry  which  it  generates.  Money  lying  locked 
up  in  a  box  cannot  increase  of  itself,  and  only  represents  lateyit 
power  and  not  actual  power.  It  may  be  called  power  or  wealth 
in  a  latent  state,  and  resembles  the  steam  engine  of  a  mill  which 
is  not  going,  and  is  of  no  use  unless  it  is  set  in  motion  :  and  as 
the  produce  of  the  mill  is  measured  by  the  quantity  of  the  motion 
of  the  engine,  so  is  the  useful  effect  of  the  Currency  measured  by 
the  quantity  of  its  motion,  which  we  have  called  the  Circulation. 

*  8u  also  Vetriy  Meditazioni  sulla  Econamia  Political  §  17;  OmdUlaCy  Le 
Camuurcet  ic,  p.  290 ;  Lc  TVosiu,  dc  ViiUirc't  social  pp.  908,  915. 
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Vow,  as  this  Circnlation,  which  is  the  sole  test  of  its  nseftil  effect, 
is  the  prodnct  of  its  amount  multiplied  into  the  relocitj  of  its 
arcohtion,  it  is  clear  that  if  by  any  means  we  can  increase  the 
n^iiditj  of  the  circulation  of  the  existing  Cnrrency,  it  will  add 
greatiy  to  its  beneficial  power,  or  if  only  a  certain  amonnt  of 
bosiuess  can  be  done,  we  may  diminish  the  quantity  of  Currency 
neoeflsarj  to  carry  it  on  by  increasing  its  rapidity  of  circula- 
&>n.  En^eers  usually  call  the  quantity  of  the  motion  of  the 
engine  its  duiy,  so  we  may  call  the  circulation  of  the  Currency  its 
duty. 

It  is  80  essential  to  have  a  dear  conception  of  the  usefhl  effect 
produced  by  any  given  amount  of  Cuirency,  that  we  may  add 
another  illuistration*  The  eflfect  produced  by  any  body  in  motion 
is  determined,  not  only  by  its  weight  or  mass,  but  also  by  its 
Telocity,  and  is  called  its  momenhnn.  If  the  mass  be  diminished, 
yet  by  increasing  the  Telocity,  the  result  or  momentum  may  still 
be  the  same.  Thus,  if  a  body  of  100  lb.  weight  move  with  a  velocity 
which  we  may  call  1,  its  momentum  will  be  100  ;  if  we  diminish 
the  weight  to  50,  and  can  double  the  velocity,  the  effect,  or 
mranentimi,  will  still  be  100,  the  same  as  before.  The  operation 
of  the  Currency  is  precisely  analogous  to  this.  Its  useful  effect  is 
the  resolt  of  its  combined  amount  and  rapidity  of  circulation, 
which  we  have  called  the  Circxtlatiok.  If  we  can  make  £50 
circulate  with  twice  the  rapidity  that  £100  did  before,  the  usefhl 
effect,  or  circulation,  will  be  the  same.  Thus,  the  circulation  of  the 
Currency  may  be  aptly  compared  to  the  momentum  of  a  body ; 
hence  we  may  say  that  the  circulation  is  the  momentum,  or  duty, 
of  the  Currency. 

As  the  usefhl  effect,  or  the  industrial  operations  promoted  by 
the  Cnrrency,  does  not  depend  solely  on  its  amount,  we  may  see 
how  impossible  it  is  to  form  any  estimate  of  the  wealth  of  a 
country  by  the  amount  of  money,  or  gold  and  silver,  in  it.  One 
country  may  abound  in  gold  and  silver,  and  yet  be  poor ;  and 
another  may  have  comparatively  little,  and  vet  be  rich.  Spain 
was  a  conntry  in  which,  at  one  time,  gold  and  silver  were  more 
[dentiful  than  any  other  in  Europe,  and  yet  the  more  gold  and 
silver  were  poured  into  it,  the  poorer  it  became.  Adam  Smith 
fBjB  that,  except  Poland,  it  was  the  poorest  conntry  in  Europe. 
On  the  other  hand,  Scotland  is  the  conntry  which  has  the  least 
amount  of  gold  and  silver  Currency,  with  the  greatest  compara- 
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tive  amoont  of  wealth.  The  qnantitj  of  gold  and  silver  Currencj 
in  France  is  much  greater  than  in  England^  and  yet  England  is 
mnch  the  wealthier  country  of  the  two>  and  there  are  good 
grounds  for  believing  that  the  proportion  of  mtmey  to  industrial 
operation^  in  England  considerably  exceeds  that  in  Scotland. 
These  examples  shew  Chat  the  comparative  amount  of  visible 
gurrency  in  different  countries  is  no  evidence  whatever  of  the 
comparative  wealth  of  those  countries ;  on  the  contrary,  it  may 
be  aproof  cf  waste  of  wealth,  that  is  a  waste  of  resources  which 
might  be  better  emplojyred. 

22.  The  subtle  question  whether,  if  a  fair  exchange  of  goods 
were  substituted  for  payment  in  money,  it  was  to  be  considered 
as  a  sale,  was  warmly  debated  for  150  years  by  the  two  famous 
sects  of  Soman  lawyers,  the  ProcuUans  and  the  Sabinians,  from 
the  time  of  Augustus  to  that  of  Hadrian.  Both  parties  appealed 
to  Homer  in  support  of  their  views,  but  ihe  opinion  of  Proculus 
finaJly  prevailed,  that  a  sals  and  an  sxchangs  are  operaticms 
essentially  distinct  in  their  nature.  This  was  confirmed  by  the 
Emperors  Diocletian  and  Maximian,  and  was  ratified  by  Justinian.^ 
The  conclusion  was  just,  though  the  reason  assigned  for  it  is 
scarcely  satisfactory,  that  "  in  the  exchange  of  two  things,  it  can 
never  appear  which  has  been  sold  and  which  has  been  given  as 
the  price  of  the  thing  sold,  and  it  is  contrary  to  reason  that 
each  should  appear  to  have  been  sold,  and  that  each  should 
appear  to  have  been  given  as  the  price  of  the  other."  It 
would  rather  appear  that  when  we  exchange  one  commodity  for 
another,  we  exchange  one  whose  useful  qualities  are  known  for 
another  whose  useful  qualities  are  also  known ;  that  is,  we  ex- 
change two  things  which  are  acknowledged  to  be  equivalents. 
But  the  Currency  represents  an  abstract  quality  or  right.  In 
changing  a  commodity  for  Currency  we  commute  a  known  useful 
quality  for  an  abstract  right ;  that  is,  we  give  a  commodity  and 
receive  in  return  only  the  power  of  obtaining  an  equivalent ;  or 
we  exchange  something  that  is  definite  for  another  that  is  indefi- 
mite,  two  operations  which  are  essentially  distinct,  and  it  is  better 
to  appropriate  difierent  expressions  to  operations  of  a  difierent 
nature.     - 

*  ImtituUi,  L,  IIL,  tit,  24,  §  2. 
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On  Pbigb^  DisoouNTy  and  Interest. 

28.  When  one  Economic  qnantity  is  exchanged  for  another, 
each  is  tamed  the  Yalne  of  the  other.  Bnt  when  one  of  the 
Eoooomio  Quantities  exchanged  is  Money  or  Credit,  the  sum  of 
Honey  or  Credit  receives  a  peculiar  name.  It  is  called  the  Price 
of  the  other.  From  the  considerations  presented  in  §  8,  it 
^feun  that  Price  is  the  same  thing  as  Value  in  Money  or  Credit, 
Bnt^  as  it  is  invariably  the  custom  in  modem  times  to  estimate  the 
Value  of  every  commodity  by  its  Value  in  Money  or  Credit  only, 
or  its  Price,  and  not  by  its  Value  as  regards  other  commodities, 
the  words  Value  and  Price  have  become  ahnost  identical  and 
interchaogeable  expressions,  though  no  doubt  we  must  remember 
the  technical  difference  between  them.  The  Price  of  any  com- 
modity is  therefore  the  quantity  of  Money  or  Credit,  given  in 
esdumge  for  it,  at  any  moment. 

Now,  as  the  Value  of  the  Money  is  the  commodity  received  in 
achange  for  it^  it  is  manifest  that  the  greater  the  quantity  of  the 
OQomiodity  received  for  it,  the  greater  is  the  Value  of  Money.  Or 
if  the  quantity  of  the  conmiodity  be  fixed,  the  Value  of  Money  is 
greater,  as  Uss  Money  is  given  for  the  commodity.  Hence  it  is 
clear  that  the  Value  of  Money  varm  inversely  as  Price. 

The  value  of  the  property  called  Debt,  or  Credit,  is  however 
estimated  in  a  peculiar  way.  We  have  taken  the  sum  of  £100 
payable  one  year  hence  as  the  unit  of  Debt.  The  n^otiation  of 
Debts  is  a  branch  of  modem  commerce  of  supreme  importance. 
Now  a  Debt  of  £100  payable  one  year  hence,  being  a  saleable  com* 
iDodity,  like  a  quarter  of  corn,  the  sum  given  for  it  is  its  Price,, 
jost  as  we  speak  of  the  Price  of  any  thing  else.  And,  of  course, 
the  Value  of  Money  rises  as  the  Price  diminishes.  Now  as  money 
naturally  produces  a  profit,  it  is  clear  that  the  Price  given  for  a 
Debt  payable  a  year  hence  must  be  less  than  the  Amount  of  the 
Debt.  The  difference  between  the  Price  of  the  Debt  and  the 
Amount  of  the  Debt  is  called  Discount.  Therefore,  clearly  the 
Price  together  with  the  Discount  equals  the  Amount  of  the  Debt ; 
and  as  the  Price  decreases  the  Discount  increases.  In  the  language 
of  the  money  market,  it  is  usual  to  estimate  the  Value  of  Money 
by  the  Discount,  or  the  Profit  it  yields  :  and  to  buy  or  purchase  a 
Debt  is  always  in  commerce  termed  to  Discovnt  it :  and  it  is 
evident  that  the  Discount,  or  Profit,  increases  as  the  Price  of  the 
Debt  diminishes. 
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Hence  we  have  this  rule— 

The  Value  of  Money  varies  inversely  as  Price,  and  directly  as 
Discount. 

To  discount  a  Bill  of  Exchange  at  5  per  cent,  means  to  give 
a  Price  for  a  Debt  in  the  proportion  of  £95  for  every  £100  of  its 
amount  payable  one  year  hence. 

When  a  person  adyances  money  to  another^  and  agrees  to  defer 
receiving  the  profit  until  the  'end  of  the  year,  the  profit  is  termed 
Interest.  If  he  lends,  as  it  is  called,  £100  at  5  per  cent, 
interest,  he,  in  fact,  pays  £100  down  for  the  purchase  of  a  debt  of 
£105,  payable  at  the  end  of  the  year,  and  the  £5  is  the  Interest. 

This  method  of  making  profits,  though  not  uncommon  among 
private  persons,  is  never  used  in  banking.  Bankers  invariably 
subtract  the  profit  agreed  upon  at  the  time  of  the  advance. 
Thus  they  always  make  profits  in  advance.  In  this  case  the 
profit  is  termed  Disoount.  Thus,  if  a  banker  discounts  a  bill 
of  £100  at  5  per  cent.,  he  only  pays  his  customer  £95,  and  retains 
the  £5  at  the  time  of  the  advance,  as  profit.  In  reality  he  pays 
£95  down  for  the  purchase  of  a  debt  of  £100,  payable  a  year 
after  date  ;  and  the  £5,  or  the  difierence  between  the  Price  of  the 
Debt  and  ite  amount,  is  the  Discount,  and  his  Profit. 

It  is  manifest  that  this  latter  method  of  trading  is  the  more 
profitable,  because  in  the  former  case  he  makes  £5  profit  on  the 
actual  advance  of  £100 ;  in  the  latter  case  he  makes  £5  profit 
on  the  actual  advance  of  only  £95  ;  and  besides  that  he  has  the 
£5  in  his  hands  to  trade  with  immediately,  instead  of  waiting  till 
the  end  of  the  year.  In  the  large  amounts  of  money  which  banks 
deal  with,  this  makes  a  very  sensible  difference  in  their  profits, 
especially  when  the  Rate  of  Discount  is  high. 

The  Ra-TB  of  Interest,  or  Discount,  is  the  amount  of  Interest, 
or  Discount,  received  for  some  given  time,  as  a  year. 

On  Securities  for  Money  and  Convertible  Securitibs. 

24.  The  expressions  Securities  far  Money  and  Convertible 
Securities  frequently  occur  in  Economics,  and  we  must  now 
explain  them. 

A  Security  for  Money  always  means  an  obligation,  or  security 
for  the  payment  of  a  definite  sum  of  money  from  a  definite  per- 
son at  a  definite  time.    There  is  therefore,  always  some  obligor. 
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or  Bcnne  person  who  is  bound  to  pay  it.  There  are  different 
forms  of  sach  secnrities^  such  as  Bank  Notes^  Promissory  Notes^ 
Bills  of  Exchange^  Exchequer  Bills^  Navy  BiUs^  and  Debts  of  all 
sorts. 

Convertible  Securities  are  securities  which  no  particular  person 
is  bound  to  pay^  but  for  which,  under  usual  circumstances  a 
purchaser  can  readily  be  found  in  the  open  market.  Thus,  any 
property  which  can  be  readily  sold  is  called  a  convertible  security. 
This  species  of  property  includes  the  Pubhc  Funds,  Shares  in  all 
w^ts  of  commercial  companies,  and  all  title  deeds  to  property  of  a 
movable  description  of  which  the  property  passes  by  simple 
delivery,  such  as  Dock  Warrants  and  Bills  of  Lading.  The 
fondamental  distinction  between  these  latter  and  Instruments 
of  Credit  wUl  be  clearly  explained  in  a  future  chapter.  Now  as 
Convertible  Securities  mean  property  which  is  readily  convertible 
into  money,  of  course  there  are  all  degrees  of  convertibility. 
There  is  no  absolute  distinction  in  principle  between  the  different 
species  of  property.  But  of  all  species  of  property  the  Funds  are 
the  most  readily  convertible  :  and  the  land,  or  real  property,  the 
least  readily  convertible,  mainly  in  consequence  of  the  difficulty  in 
its  transfer. 

Thus  Securities  for  Money  never  represent  any  specific  money, 
but  are  always  a  claim  on  the  person.  Convertible  Securities  are 
never  a  claim  on  the  person,  and  certain  kinds  of  them  are  always 
a  title  to  certain  specific  goods.  Sometimes  a  Security  for  Money 
may  be  changed  into  a  Convertible  Security.  This  is  done  in 
what  is  technically  GsXkA  funding  the  unfunded  debt.  The  Govern- 
ment often  raises  money  on  its  bills  like  an  individual,  and  is  of 
course  bound  to  pay  them  at  maturity.  These  Exchequer  Bills, 
therefore,  as  they  are  called,  are,  like  any  other  Bill  of  Exchange, 
Securities  for  Money.  Sometimes  when  these  bills  amount  to  a 
large  sum,  it  is  very  inconvenient  for  the  Exchequer  to  pay  them 
in  full,  and  it  gets  its  creditors  to  agree  not  to  demand  repayment 
of  the  whole  debt,  but  to  receive  only  the  interest  on  it  in  per- 
petuity. When  this  is  done  the  creditor  loses  the  right  to  demand 
the  principal  sum  from  the  Government,  but  he  may  sell  the 
Bight  to  receive  the  annuity  to  any  one  else  in  the  open  market. 
It  then  becomes  a  Convertible  Security,  and  is  called  the  Pubhc 
Funds,  or  Stock.  This  operation  is  termed  funding  the  unfunded 
debt.    In  a  similar  manner  Railway  companies  have  been  allowed 
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to  borrow  money  on  their  bonds^  termed  Debentures :  but  finding 
it  moonvenient  to  be  obUged  to  repay  theae  large  sums,  have 
formed  them  into  Debenture  Stock,  upon  which  they  are  only 
bound  to  pay  the  interest,  like  the  Public  Funds. 

Definition  of  Capital. 

25.  Economic  Quantities  are,  as  we  have  seen,  of  three  distinct 
species,  symbolised  by  the  terms  Money,  Labour,  and  Credit. 

Now  any  of  these  Quantities  may  be  used  in  two  different  ways* 
The  proprietor  may  employ  it  for  his  own  use  and  enjoyment ;  or 
he  may  employ  it  so  as  to  produce  a  profit ;  that  is,  he  may  trade 
with  it.  When  any  Economic  Quantity  is  traded  with,  or  used  so 
as  to  produce  a  profit,  or,  as  it  is  termed  in  Economics,  employed 
productively,  it  is  termed  Capital. 

Stephens,  in  his  Thesaurus,  defines  Capital  thus — "  Caput  unde 
fructus  et  reditus  manat — Capital  the  source  whence  any  profit  or 
revenue  flows." 

So  Senior  says  very  justly^ — **  Economists  are  agreed  that  what' 
ever  gives  a  profit  is  properly  termed  Capital. 

So  M.  de  Fontenay  says — "Wherever  there  is  a  revenue  you 
perceive  Capital." 

The  definition  of  Capital,  therefore,  which  we  adopt  is  this — 

Capital  ie  any  Economic  Quantity  used  for  the  purpose  of 
Profit. 

Thus  suppose  a  person  has  a  sum  of  money.  He  may  expend 
it  on  his  hZliold  requirement ;  or  in  gratifying  his  perLal 
tastes  by  buying  books,  or  statues,  or  pictures,  &c.  Money  spent 
thus  is  not  Capital. 

But  suppose  he  buys  goods  of  any  sort  fpr  the  purpose  of  selling 
them  again  with  a  profit ;  then  the  money  so  employed  is  Capital, 
and  the  goods  so  purchased  are  also  Capital ;  because  they  are 
intended  to  be  sold  again  with  a  profit. 

So  if  a  man  lends  out  money  at  interest,  it  is  Capital. 

In  a  similar  way  any  material  thing  may  be  Capital.  If  a 
landlord  lets  out  his  land  for  the  purpose  of  profit,  it  is  Capital. 
Some  great  noblemen  possess  tracts  of  land  upon  which  great  part 
of  London  is  built :  that  land  is  Capital  to  them.  And  so  on  in 
numerous  other  cases. 

>  Political  Economy  y  p.  67. 
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But  we  have  seen  ihat  all  modem  Economists  agree  with  the 
author  of  the  Eryxias  in  considering  personal  skill,  abilities, 
energies,  and  character  to  be  Wealth,  becaose  persons  can  make 
a  profit  by  their  use.  Hence  thej  also  may  be  used  as  Capital  as 
well  as  any  material  objects. 

If  a  man  digs  in  his  garden  for  his  own  amusement  such  labour 
18  not  Capital :  or  if  he  sings,  or  acts,  or  gives  gratmtons  lectures 
on  any  subject  to  his  friends,  such  labour  is  not  Capital. 

But  if  he  sells  his  Labour  in  any  capacity  for  Money ;  then  such 
Labour  is  Capital  to  him.  Thus  Huskisson  said^^ — '^  that  he  had 
always  maintained  that  Labour  is  the  poor  man's  Capital " — ^^'as 
the  Labour  which  is  the  Property  of  the  poor  man."  So  Lord 
Cardwell,  on  one  occasion,  addressing  his  constituents,  said — 
**  Labour  is  the  poor  man's  Capital."  And  a  writer  in  a  daily 
paper  justly  said,^  speaking  of  agricultural  labourers — "  The  only 
Capital  they  possess  is  their  Labour,  which  they  must  bring  into 
the  market  to  supply  their  daily  wants." 

So  if  a  man  expends  money  in  learning  a  profession,  such  as  that 
of  an  advocate,  a  physician,  engineer,  or  a  profession  of  any  sort 
which  he  practises  for  profit,  the  money  laid  out  in  acquiring  such 
knowledge  is  Capital ;  and  his  skill,  abilities,  and  knowledge  are 
also  Capital.  He  makes  an  income  which  is  measurable  and 
taxable  just  in  the  same  way  as  if  he  had  made  profits  by  selling 
goods.  Now  any  exertion  of  human  abilities  which  is  paid  for  is 
Labour,  with  which  we  are  not  concerned  in  this  work. 

But  a  man  may  use  his  personal  character,  skill,  abilities, 
energy,  and  probity  for  the  purpose  of  Profit  in  another  way 
besides  the  direct  exchange  of  his  Labour  for  reward. 

He  may  use  them  for  the  purpose  of  purchasing  goods,  ma- 
terials, &c. ;  or  he  may  purchase  or  employ  Labour,  by  giving  in 
exchange  for  them  a  Promise  to  pay  in  ftiture  instead  of  actual 
money.  In  popular  language  this  purchasing  power  of  character 
is  called  Credit.  And  a  trader  makes  a  profit  by  trading  with 
his  Credit  precisely  in  the  same  way  as  if  he  traded  with  Money. 
Thus  Smith  says — '^  Trade  can  be  extended  as  stock  increases,  and 
the  Credit  of  a  frugal  and  thriving  man  increases  much  faster 
than  his  stock.  His  trade  is  extended  in  proportion  to  the  amourU 
of  both,  and  the  sum  or  amount  of  his  profits  is  in  proportion  to 

1  Himsard,  Pari.  DebaUs.     VoL  XIL,  p.  1292. 
2  Morning  Pat,  May  19ik,  1875. 
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the  extent  of  his  trade ;  and  his  annual  accumnlation  in  proportion 
to  the  amount  of  his  profits." 

So  Mill,  who  says  that  Wealth  is  anything  which  has  pur- 
chasing power,  in  several  places  says  that  Credit  is  purchasing 
power.  But  as  human  abilities,  sMll,  and  energy  do  not  come 
within  the  domain  of  Economics  until  some  exercise  of  them  is 
made  which  is  paid  for ;  so  also  a  man's  general  Credit,  or  pur- 
chasing power,  does  not  come  within  the  domain  of  Economics  until 
he  actually  makes  some  purchase  with  it ;  and  he  then  gives  his 
Promise  to  pay  in  exchange  for  the  goods  or  labour  instead  of 
actual  money.  Now  this  Promise  to  pay  is  the  Economical 
Quantity  called  Credit ;  and  it  may  be  bought  and  sold  like  any 
material  property. 

So  other  Economic  Quantities  of  the  third  order  may  be 
Capital.  If  an  author  writes  a  successful  work,  the  copyright 
of  it  is  Capital  to  him :  or  if  he  sells  it  to  a  publisher  it  is 
Capital  to  the  publisher.  If  a  man  buys  into  the  Funds,  they  are 
Capital  to  him.  So  a  Patent  is  Capital  to  the  inventor ;  or  he 
may  sell  or  let  it,  like  a  house,  to  another  person.  There  is  a 
class  of  traders  whose  business  is  to  buy  and  sell  the  funds  and 
shares  in  commercial  Companies.  They  are  called  Stock  Jobbers ; 
and  they  keep  a  stock  of  this  property  on  hand,  just  as  other 
traders  keep  a  stock  of  material  goods. 

Now,  there  are  two  fundamentally  distinct  ways  in  which 
Capital  may  increase  : — 

1.  By  a  direct  and  actual  increase  of  quantity  ;  Thus  flocks 
and  herds,  cattle,  com,  and  all  fruits  of  the  earth  increase  by 
adding  to  their  numbers  or  quantity. 

2.  By  Exchange  :  that  is,  by  exchanging  something  that  has  a 
low  value  in  a  place,  for  something  which  has  a  higher  value. 

Now  it  is  clear  that  Money  produces  a  profit,  and,  therefore, 
becomes  Capital,  by  the  second  of  these  methods.  We  do  not 
sow  sovereigns  in  the  ground  like  com,  nor  do  they  produce  a  crop 
of  half-sovereigns.  But  Money  becomes  Capital  by  exchanging 
it  for  some  goods,  which  may  be  sold  or  exchanged  again  for  a 
greater  sum  than  they  cost.  And  it  is  also  clear  that  any  Econo- 
mic Quantity  whatever  which  is  used  as  a  substitute  for  Money  to 
purchase  goods  and  for  the  purpose  of  profit  is  Capital  as  weU  as 
Money,  by  the  force  of  the  very  definition  which  Senior  says  all 
Economists  are  agreed  upon. 
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Smith  says^ — **  A  Capital  may  be  employed  in  four  diflTerent 
ways:  either,  first,  in  procuring  the  rude  produce  annually 
required  for  the  use  and  consumption  of  the  society  ;  or,  secondly, 
in  mana&ctnring  and  preparing  that  rude  produce  for  immediate 
me  and  consumption  ;  or,  thirdly,  in  transporting  either  the  rude 
or  manufactured  produce  from  the  places  where  they  abound  to 
those  were  they  are  wanted ;  or,  lastly,  in  dividing  particular 
portions  of  either  into  such  small  parcels  as  suit  the  occasional 
demands  of  those  who  want  them."  Now  it  is  clear  that  the  last 
two  ways  are  identical  in  principle,  and  include  the  business  of 
the  foreign  merchant,  the  wholesale  and  the  retail  dealer — that  is 
the  whole  operations  of  conunerce  or  exchange.  Hence  we  may 
flay  that  Smith  enumerates  three  distinct  methods  of  employing 
a  Capital  productively — ^agriculture,  manufactures,  and  commerce, 
to  which  we  must  add,  as  Smith  himself  admits  afterwards,  money 
wp&ii  in  acquiring  the  knowledge  and  skill  necessary  to  exercise 
a  profession.  Now,  without  inquiring  yet  what  the  technical 
Economic  definition  of  Production  is,  which  is  done  a  little 
farther  on,  we  see  at  once  that  Smith  enumerates  exchange,  or 
purchase,  as  one  species  of  production.  Now  Mill  says^ — **  any- 
thing which  is  susceptible  of  being  exchanged  for  other  things,  is 
oqnble  of  contributing  to  production  in  the  same  degree  "  as 
money,  and  also ' — **  bank  notes,  bills  of  exchange,  and  cheques 
diculafce  as  money,  and  perform  all  the  functions  of  it." 

Now  Money  becomes  Productive  Capital  by  being  employed  to 
purchase  things  to  be  sold  again  at  a  profit.  And  if  a  man  can 
purchase  things  by  means  of  his  Credit,  that  is,  if  he  can  purchase 
them  by  giving  his  Promise  to  pay  at  a  future  time,  and  by  so 
doing  sells  the  goods  at  a  higher  price,  and  so  has  a  profit  after 
paying  and  discharging  his  debt,  it  is  quite  clear  that  his  Credit 
has  been  Capital  to  him  in  exactly  the  same  way  that  Money  would 

have  been. 

Let  us  take  a  very  simple  example.  Suppose  a  tailor  wants  to 
make  clothes  for  a  customer.  He  pays,  say  £10  in  cash  to  the 
cloth  merchant,  and  after  making  up  the  cloth  he  sells  them 
perhaps  for  £15.  Then  he  has  used  his  Money  as  Capital.  He 
has  £10  at  the  beginning  of  the  operation,  and  £15  at  the  end 
of  it ;  or  he  has  made  a  profit  of  £5. 

1  Wealth  of  Nations,  B.  II.,  cli.  5. 

'  PrifuipltB  of  Political  Economy,  B.  /.,  ch.  4,  §  4. 

»  Principiu  of  FoUiical  Economy,  B.  III.,  ch.  12,  %  1. 
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Suppose  the  tailor  has  no  money  to  bnj  the  cloth  with,  then 
if  he  cannot  buy  it  on  Credit,  he  cannot  make  the  clothes^  and  he 
cannot  have  any  profit. 

Suppose,  however,  the  cloth  merchant,  believing  in  his  honesty 
8nd  capacity  to  pay,  sells  him  the  doth  in  exchange  for  his 
Promise  to  pay  money  three  months  after  the  time.  As  the 
payment  is  deferred,  and,  as  of  course,  there  is  some  risk  of  loss, 
he  will,  by  way  of  insurance,  charge  the  tailor  a  somewhat 
higher  price  than  the  cash  price.  Suppose  he  sells  his  cloth  in 
exchange  for  the  tailor's  promise  to  pay  £11  three  months  after 
the  time.  Now  this  is  as  much  a  sale  as  if  the  price  had  been 
paid  in  money.  The  property  in  the  cloth  has  gone  to  the  tailor, 
and  what  the  cloth  merchant  has  received  in  exchange  for  it  is, 
the  Right,  or  Property,  to  demand  £11  three  months  after  date. 
And  this  Property  is  caUed  a  Credit,  or  a  Debt. 

The  tailor  having  purchased  the  cloth  by  creating  a  debt 
against  himself  of  £11,  payable  in  three  months'  time,  makes  up 
the  clothes  as  before,  and  is  paid  £15  by  his  customer.  At  the 
end  of  the  three  months  he  pays  £11  out  of  this  to  the  cloth 
merchant,  and  has,  of  course,  remaining  for  himself  a  profit 
of  £4. 

Now,  by  the  cash  operation,  he  is  better  oflp  at  the  end  by  £5  : 
and  by  the  credit  operation  he  is  better  off  by  £4  than  he  was 
at  the  beginning.  It  is  true  he  has  not  made  so  great  a  profit  by 
Credit  as  by  cash.  But  still  he  has  made  a  profit  by  his  Credit, 
which  he  could  not  have  made  without  it.  Hence,  by  the  very 
definition,  his  Credit  has  been  Capital  to  him,  and  has  produced 
exactly  the  same  circulation  of  commodities,  and  employed  the 
same  quantity  of  labour  that  cash  would  have  done.  Hence  we 
see  that  Credit  is  Productive  Capital  in  exactly  the  same  way,  and 
in  the  same  sense  that  Money  is. 


On  Fixed  and  Floating  Capital. 

26.  The  true  definition  of  Capital,  then,  is  any  Economic 
Quantity  whatsoever  used  for  the  purpose  of  profit.  But  Capital 
itself  may  be  used  in  two  different  ways  so  as  to  produce  a  profit. 
It  may  either  remain  in  the  owner's  possession, — and  then  it  is 
usually  called  Fixed  Capital — or  he  may  part  with  the  possession 


nXSD  AND  FLOATIKG  CAPITAL.  51 

id  it,  and  it  may  be  replaced  to  him  with  a  profit ;  in  this  case  it 
ii  called  Floatdtg  or  Cibculating  CAPrrAL. 

Smithy  B.  II.,  c  1,  enumerates  fonr  species  of  fixed  capital. 
1st.  Useful  machines  and  instroments  of  trade  ;  2ndl7.  Boildings 
med  in  ail  sorts  of  trade  ;  Srdlj.  Improvements  of  land ;  4thlj. 
The  aoqaired  and  nsefol  abilities  of  the  members  of  the  Society. 

He  alflo  enumerates  foor  species  of  floating  capital.  1st.  The 
nonej  bj  means  of  which  the  other  three  are  circulated  and 
distribated  to  their  proper  consumers  ;  2ndlj.  The  stock  of  pro- 
visions in  the  hands  of  various  dealers ;  Srdlj.  The  materials 
in  the  hands  of  different  work-people  to  be  made  up  ;  4thlj.  The 
aune  materials  when  made  up  into  finished  products  ^and  ready 
fcr  sale. 

It  is  dear  that  this  enumeration  is  very  far  from  being  com- 
plete, because  there  are  many  species  of  property  omitted,  which 
jet  are  CapitaL  But  under  the  term  floating  capital  he  enume- 
Kites  money.  And  under  the  term  money,  he  always  includes 
P^)er  Money  of  all  sorts  and  descriptions.  Since  Smith's  day 
a  distinction  has  arisen  between  **  Paper  Money "  and  ''  Paper 
Currency,*'  but  he  always  indudes  every  species  of  pai)er  under 
the  term  money,  or  the  wheel  of  circulation,  which  he  terms 
iiosting  capitaL  Now  this  Paper  Currency  is  simply  CREDrr. 
And  hence  we  see  that  Smith  expressly  enumerates  Credit  under 
the  title  of  Capital. 

It  is  clear  that  if  the  return  be  made  in  one  operation,  it  must 
iodnde  the  whole  sum  necessary  to  replace  the  article,  as  well  as 
the  intended  profits.  But  if  the  return  be  made  by  instalments 
it  fixed  periods,  say  a  year,  each  instalment  must  consist  of  a  sum 
partly  to  replace  the  deterioration  of  the  article  itself  during  that 
period,  and  partiy  to  form  the  excess,  or  profit,  of  the  capitalist,  so 
it  the  end  of  the  term,  when  the  article  is  worn  out,  the  sum  of 
sD  these  instalments  should  be  sufficient  to  replace  the  original 
trticle  together  with  the  profits. 

It  is  clearly  to  be  nnderstood,  that  it  is  according  to  the  intention 
of  the  person  who  produces  an  article,  and  the  purpose  for  which 
it  is  produced,  that  it  receives  cither  of  these  names,  according  as 
it  passes  to  different  owners,  who  produce  it,  or  cause  it  to  be  pro- 
duced for  different  purposes.  The  same  article  may  be  Floating 
Capital  in  the  hands  of  one  man,  and  Fired  Capital  in  the  hands 
c^  its  next  possessor,  if  the  first  produces  it  for  the  purpose  of 

E  2 
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selling  it,  and  the  second  pnrchases  it  for  the  purpose  of  deriving 
an  income  from  its  nse. 

This  distinction  may  also  be  stated  thus.  That  if  the  whole 
price  of  the  article  is  paid  ont  of  the  cnrrent  income  of  the 
country,  it  is  Floating  Capital;  but  if  only  the  interest,  or 
revenue  derived  from  its  use,  then  it  is  F'kced  Capital.  This 
distinction  is  often  overlooked,  and  the  term  fixed  capital  is 
applied  to  articles  of  a  certain  nature,  and  floating  capital  to 
articles  of  another  nature.  Thus,  houses  and  land,  machinery, 
railways,  and  ships  are  frequently  termed  fixed  capital.  But  this 
is  extremely  erroneous.  If  a  person  employs  his  capital  in 
building  houses  for  the  purpose  of  selling  them  immediately, 
they  are  floating  capital  in  his  hands,  for  their  price  is  paid  in 
one  operation.  But  if  another  man  buys  them  for  the  purpose 
of  letting  them  out  to  tenants,  and  so  only  deriving  a  revenue 
from  his  capital,  they  become  fixed  capital  in  his  hands.  Many 
persons  buy  land  on  speculation,  for  the  purpose  of  selling  it 
again  at  a  profit.  The  land  in  the  hands  of  these  jobbers  is 
Floating  Capital,  but  if  another  buys  that  land  for  the  purpose  of 
letting  it  out  to  farmers,  or  cultivating  it  himself,  and  so  only 
making  a  revenue  of  it,  it  becomes  Fixed  Capital  to  him.  So 
with  machinery ;  to  the  machine  maker,  who  makes  it  for  the 
purpose  of  selling  it  to  the  manufacturer,  it  is  floating  capital. 
In  the  hands  of  the  manufacturer,  who  buys  it  for  the  purpose  of 
increasing  the  quantity  of  his  productions  by  its  use,  and  so  only 
making  a  profit  of  it,  it  becomes  Fixed  Capital,  Hence,  we  may 
state  generally,  that  all  articles,  whatever  be  their  nature,  while 
they  are  in  the  hands  of  a  person  who  deals  in  them,  that  is,  who 
produces  or  buys  them  for  the  purpose  of  selling  them  again,  as 
soon  as  he  can,  are  Floating  Capital.  As  soon  as  they  pass  into 
the  hands  of  a  person  who  only  makes  a  profit  by  interest 
derivable  ftx)m  their  use,  they  are  Fixed  CapUal. 

The  articles  we  have  just  mentioned  are,  it  is  true,  generally 
produced  with  the  intention  of  their  ultimately  becoming  fixed 
capital,  but  we  have  shewn  that  they  may,  or  they  may  not,  be 
fixed  capital,  when  they  are  produced,  according  to  dificrent 
circumstances;  and,  unless  we  know  what  those  circumstances 
are,  it  is  impossible  to  decide  which  name  is  to  be  given  to  them. 
It  may  also  be  equally  shewn  how  articles  which  are  usually 
classed  as  floating  capital  may  become  fixed  capital.    Furniture 
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and  cbthes  wonld  ufioally  be  termed  floating  capital,  because  they 
are  generally  made  for  the  purpose  of  being  sold.  But  if  a 
person  made  them  for  the  purpose  of  only  letting  them  out  for 
hire,  they  wonld  become  fixed  capital  in  his  hands.  An  ordinary 
tailor  nsnally  makes  clothes  to  be  sold  to  his  customers,  so  they 
are  floatiiig  capital  to  him.  But  in  the  hands  of  Nathan,  who 
lets  out  uniforms  and  dresses  for  particular  occasions,  they 
become  fixed  capital,  just  as  much  as  a  house  or  a  mill.  So,  if  a 
cabinet-maker  makes  furniture,  for  the  purpose  of  letting  it  out 
for  hire,  that  furniture  is  as  much  Fixed  Capital  as  any  railway. 

We  thus  see  how  improper  it  is  to  apply  the  term  either  of 
floating  or  fixed  capital  to  any  object,  whatever  be  its  nature, 
milesB  we  know  the  intention  of  the  owner  in  using  it.  And 
imleas  an  article  is  incapable  of  being  applied  to  more  than  one 
of  these  purposes,  it  is  not  correct  to  call  it  by  either  name. 
There  are  very  few  articles  to  which  the  name  of  fixed  capital 
mqr  be  inyariably  applied ;  the  only  one  to  which  it  is  necessarily 
applied  is  the  knowledge,  skill,  and  capacity  of  an  indindnal. 
Those  to  which  it  may  hd  applied  with  the  least  risk  of  error  are 
Railways,  Canals,  Docks,  and  agricultural  improvements.  The 
instances  are  very  rare  in  which  such  things  as  Railways,  &c., 
are  made  for  the  purpose  of  being  sold.  If  that  did  happen, 
th^  wonld  haTC  to  be  called  floating  capital,  in  the  hands  of 
nch  a  person  or  company.  So  that  we  may  safely  say  that  there 
are  no  articles  which  are  necessarily  fixed  capital.  Nor  are 
there  any  which  are  necessarily  fioating  capital.  The  mode  of 
expending  capital,  which  is  almost  invariably  floating  capital,  is 
the  wages  of  labour.  In  all  ordinary  cases  in  this  country,  the 
wages  of  labour  are  floating  capital.  But  in  slave  countries  the 
ease  is  different.  There  the  slaves  are  fixed  capital.  The  same 
thing  occurs  in  this  country,  where  people  sometimes  enter,  as  it 
were,  into  a  species  of  modified  servitude.  Sometimes  people 
hire  themselves  out  to  others  for  a  certain  period,  who  are 
allowed  to  let  them  out  for  particular  occasions,  and  receive  the 
money  for  their  performances.  Thus,  it  is  not  unusual  for  the 
moat  eminent  singers  and  musicians  to  agree  to  serve  the  large 
mnsic-sellers,  for  a  definite  period,  during  which  their  employer 
has  the  right  to  let  them  out  on  occasions,  just  like  instruments 
or  plate. 

To  the  capitalist  who  lives  merely  on  the  profits  of  his  capital, 
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it  may  make  very  libUe  difference  whether  he  reaps  that  profit 
in  one  operation  or  in  many,  as  the  resolt  most  always  be  the 
same  to  him  in  the  end.    But  to  the  class  of  persons  who  live  by 
their  daily  labour — the  workmen  in  his  bnsiness — the  difference 
in  the  mode  of  employing  capital  is  of  vital  importance.    Thns,  if 
the  bander  of  a  ship  means  to  sell  it  immediately,  and  be  paid 
the  whole  price  of  it  at  once,  he  will  employ  that  money  in 
building  another  ship,  and  the  fall  amount  of  the  price  of  the 
ship,  deducting  the  part  which  goes  to  support  himself,  will  be 
expended  in  the  wages  of  the  shipwrights,  and  on  the  producers 
of  the  materials  for  the  new  ship.    In  this  case  it  is  floating 
capital.    But  if  the  builder  of  the  ship  means  only  to  let  it  out 
for  hire,  and  receive  a  periodical  instalment  for  its  use,  he  can 
only  employ  the  part  of  that  instalment  which  represents  its 
deterioration  in  building  a  new  ship ;  consequently,  if  he  changes 
the  nature  of  his  business  very  suddenly,  that  is,  if  he  suddenly 
turns  his  floating  into  fixed  capital,  the  fond  applicable  to  the 
promotion  of  labour  will  be  greatly  diminished,  and  it  must  infisd- 
libly  cause  great  distress  among  the  persons  who  were  dependent 
on  him  for  their  support.    By  seeking  other  employments  they 
may,  perhaps,  ultimately  be  as  well  off  as  before  ;  but  it  is  quite 
clear  that  if  a  large  number  of  persons  have  been  accustomed  to 
have  a  particular  kind  of  labour  found  for  them,  any  sudden 
change  by  which  the  system  is  disorganised,  must  produce  at 
least  temporary  distress.    It  might  be  said  that  the  capital  of 
the  purchaser  of  the  ship,  instead  of  going  to  the  builder  of  the 
ship,  and  being  spent  among  that  class  of  workmen,  might  be 
employed  in  encouraging  other  species  of  industry,  so  that  the 
result  to  the  whole  community  would  be  the  same.     But  the 
overtiirow  of  any  system  upon  which  a  great  number  of  people 
depend,  must  be  followed  by  much  suffering.    It  appears,  then, 
that  the  conversion  of  floating  into  fixed  capital,  requires  to  be 
done  with  great  caution,  and  only  in  certain  quantities,  to  avoid 
its  being  injurious  to  the  interests  of  large  classes  of  persons. 
And  if  a  large  part  of  the  public  are  seized  with  a  sudden  mania 
to  convert  an  unusual  quantity  of  their  floating  into  fixed  capital, 
it  must  inevitably  be  followed  by  at  least  temporary  distress. 
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On  PBODncnQH  and  Cgssuhftigs  :  Supply  and  Demand. 

27.  The  wordB  Pboduction  and  GoNauxpriON  are  two  of  the 
fimdamental  tenns  in  Eoonomica  and  are  always  oaed  as  oorrela- 
tiTes.  It  is  said  that  Gonsomption  is  the  end  of  all  Prodoction. 
But  unfortonately  the  meaning  of  neither  word  is  settled,  and 
thej  are  frequently  nsed  in  senses  which  are  manifestly  inadmis- 
■ble.  Howeyer,  we  cannot  here  point  out  all  the  erroneous  senses 
which  hare  been  attiibnted  to  them.  We  can  only  explain  their 
traeaeDfle. 

The  PhysoocrateSy  or  first  school  of  Eoonomists,  were  the 
originators  of  the  expression  the  Production,  Distribution,  and 
ConnumjMm  of  Weatth,  and  we  must  state  shortly  what  they 
meant  by  tiiese  terms. 

By  ProducHon  they  meant  obtaining  the  rude  prodnoe  from  the 
evth  and  bringing  it  into  commerce. 

Bnt  as  the  rode  prodoce  of  the  earth  is  very  rarely  fit  for  use 
sod  enjoyment  without  undergoing  several  intermediate  processes, 
iod  generally  passes  through  scTcral  hands  before  it  is  ultimately 
poidiaaed  fot  use,  they  called  all  these  intermediate  operations 
and  traoflfen  Ditiribuiiont  or  Traffic. 

And  by  Oonswnption  they  meant  the  ultimate  purchase,  and 
taViwgr  the  finished  product  out  of  commerce  for  the  purpose  of 
use  and  enjoyment. 

The  whole  passage  of  the  product  from  its  producer  or  seller, 
through  the  Tarious  stages  of  Distribution  till  its  final  Con- 
sumption, they  called  Commerce  or  Exchange. 

Jsaw  these  Economists  declared  that  by  the  expression  Pro- 
docticm.  Distribution,  and  Consumption  of  Wealth,  they  meant 
CoxMEBCB,  or  Exchange  ;  but,  unfortunately,  they  restricted 
their  ideas  of  oonmieroe,  or  exchange,  to  the  material  products  of 
the  earth.  Xor  were  these  terms  by  any  means  objectionable  so 
long  as  Economics  was  confined  only  to  material  products :  but 
when  the  science  of  Economics  was  enlarged  so  as  to  include 
Labour  and  Credit,  these  terms  gave  rise  to  much  awkwardness  ; 
aid  have  been  superseded,  in  fact,  by  the  more  general  terms 
<^  Supply  and  Demand.  Thus  it  would  be  a  very  awkward  ex- 
preanon  to  spesk  of  the  Production  and  Consumption  of  Labour  ; 
bnt  it  is  quite  usual  to  speak  of  the  Supply  and  Demand  of 
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Labour :  it  would  be  very  awkward  to  speak  of  the  Production 
and  Consumption  of  Bills  of  Exchange ;  but  it  is  quite  common 
to  speak  of  the  Supply  and  Demand  of  Bills. 

Nevertheless,  as  the  terms  PtodvcUony  Consumption,  and  Pro- 
dticHve  are  still  sometimes  used,  we  must  briefly  explain  their  true 
meaning. 

The  word  Production  comes  jfrom  the  Latin  Producere,  which 
is  to  lead  or  bring  forth ;  it  is  the  technical  word  used  for 
exposing  for   sale.     Thus   Terence,  Eunuchus,  Act  I.,  sc.  2, 

1.  66,  says — 

**Pretiiim  sperans  illico 
Pboduot:  vendit." 
"  Hoping  for  a  good  price,  offers  her  there  for  $ale ;  selU  her,'* 

Again,  in  the  Heauton  Timonmienos,  Act  I.,  sc.  1, 1.  96 — 

"AncillaB,  servos    .    .    .    , 
Omnes  Pboduxi,  ao  vendidi.** 

**  AU  the  slaves,  male  arid  female,  I  offered  for  sale;  and  sold,** 

And  the  original  sense  of  Produce  in  English  is  exactly  the 
same  as  in  Latin.  It  is  to  draw  forth,  to  cause  to  come  near. 
Thus,  in  Isaiah  xli.,  21,  it  is  said — "  Produce  your  cause,  saith 
the  Lord  ;  bring  forth  your  strong  reasons,  says  the  King  of 
Jacob."    And  the  marginal  note  says — *'  Produce — cause  to  come 


near." 


So  Shakespeare  says,  Julius  Gasar,  Act  III.,  sc.  1 — 

Antony  "  That's  aU  I  seek  : 

And  am  moreover  suitor  that  I  may 
Produce  his  body  to  the  market  place/' 

So  in  Lear,  Act  V.,  sc.  3 — 

Alh.        "  Pboduce  their  bodies,  bo  they  alive  or  dead." 

So  in  common  language  to  Produce  a  thing  is  simply  to  bring 
it  forward,  and  place  it  where  it  is  wanted.  If  a  witness  is  told 
to  Producs  a  deed  or  other  document  in  court,  it  means  that  he  is 
to  bring  it  into  court,  and  place  it  there.  So  a  gaoler  is  ordered 
to  Produce  the  body  of  his  prisoner  in  court,  which  means  that 
he  is  to  place  him  there :  so  a  cause  may  be  adjourned  for  the 
production  of  a  witness  or  a  document :  and  this  meaning  is  so 
common  that  it  requires  no  more  examples  to  illustrate  it. 

In  the  universal  language  of  commerce,  the  Producer  is  the 
person  who  offers  any  article  for  sale.     When  it  is  said  that 
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tlie  torn  of  the  market  is  in  fitvonr  of  or  against  the  Piodacer, 
it  means  that  it  is  for  or  against  the  seller. 

So  also  in  French,  the  primary  and  original  meaning  of 
Produire  is  Fousaer  en  avtmt;  and  of  Production  is  Action  de 
produire,  de  msttre  en  ammt,^ 

The  tame  meaning,  therefore,  of  the  words  Produce  and  Pro- 
thiction  in  Economics  is,  to  bring  into  the  market  and  offer  for 
nle  or  exchange.  Economics  has  nothing  to  do  with  any 
Quantity  except  so  fiff  as  it  is  offered  for  sale ;  and  any  person 
who  offers  anything  for  sale  is,  in  Economical  language,  a  Pro- 
dnoer,  no  matter  how  he  came  by  it :  and  whaterer  Quantity  is 
offered  for  sale  is  a  Product,  whatever  its  nature  be. 

The  first  Economists  defined  Production  to  be  obtaining  the 
raw  produce  from  the  earth,  and  bringing  it  into  commerce.  But 
every  Economist  since  their  time,  perceiving  that  the  essential 
idea  in  Economic  Production  is  bringing  a  Quantity  into  the 
market  has  found  it  indispensable  to  extend  the  meaning  of  the 
word  Production  to  the  operations  of  commerce.  Thus  Smith 
calls  wholesale  and  retail  dealers  Productive  labourers.  So  J.  B. 
Say  expressly  enumerates  transport  as  one  species  of  Production. 
So  also  Michel  Chevalier  classes  transport  as  one  species  of  Pro- 
doction  ;  and  Mill,  too,  who  gives  the  first  book  of  his  work  to 
Production  in  the  sense  of  obtaining  things  ^m  the  earth,  says 
in  a  subsequent  chapter^ — "  Improvements  in  production  ;  under- 
standing the  last  expression  in  its  widest  sense  to  include  the 
process  of  procuring  commodities  from  a  distance,  as  well  as  that 
of  producing  them." 

Thns  Agriculturists,  Miners,  Fishermen,  and  Hunters,  are  Pro- 
ducers, because,  knowing  that  people  require  food,  clothing,  and 
fuel,  they  bestow  their  labour  in  obtaining  com,  and  cattle,  and 
fish,  and  coal,  iron,  &c.,  and  offer  these  things  in  exchange  for 
something  else. 

Manufacturers  and  Artisans  of  all  sorts  are  Producers,  be- 
cause, knowing  that  the  raw  produce  of  the  earth  is  scarcely  ever 
fit  for  human  use  in  its  primitive  state,  they  purchase  this  raw 
produce  from  the  first  Producers  of  it,  and  bestow  their  labour  in 
mannftcturiug  and  fashioning  it  in  all  sorts  of  different  ways ; 
in  grindiog  the  corn  into  fiour,  or  in  baking  the  flour  into  bread, 

^  Littri ;  Dietiannaire  de  la  Langue  Franfcdu, 
•  PrindjpUa  of  PoUtkal  Ewiumy,  B.  IV,,  ch.  8,  §  1. 
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or  in  weaving  the  wool  from  the  flock,  or  in  any  other  of  the 
oonntless  processes  of  the  arts,  and  then  offer  the  mann&ctnred  or 
fashioned  product  in  exchange  for  something  else. 

Merchants,  Wholesale  and  Betail  Dealers  of  all  sorts,  are 
Producers,  because,  knowing  that  the  people  of  one  country  want 
the  products  grown  in  other  countries ;  or  that  people  in  one  place 
want  the  things  grown  or  fashioned  in  another,  they  bestow  their 
labour  in  transporting  things  from  one  country,  or  place,  to 
another,  and  offer  the  things  they  have  thus  brought  in  exchange 
for  something  else. 

Hence  all  Production  is  summed  up  in  placing  an  object  where 
it  is  required.  So  far  as  regards  the  customer  who  wants  the 
article,  the  tradesman  in  whose  shop  he  finds  it  is  the  Producer. 
What  difference  can  it  make  to  him  whether  that  tradesman  paid 
wages  to  workmen  in  his  direct  employment,  and  carried  the  article 
fit)m  his  workshop  to  his  counter,  or  pays  an  independent  manu- 
fEicturer  800  miles  off,  and  has  it  transported  to  his  own  shop  ? 

Now  the  meaning  of  every  term  must  be  fixed  and  appropriated 
in  every  science  in  a  manner  which  is  suitable  to  that  science :  and 
nothing  is  more  common  than  for  the  same  word  to  have  different 
technical  senses  in  different  sciences :  and  though  in  treating  of  the 
arts  of  agriculture,  mining,  and  the  various  manu&ctures  and 
trades,  the  word  Production  may  be  very  aptly  applied  to  the 
various  processes  of  these  different  arts,  yet  such  a  meaning  is  not 
suitable  to  the  science  of  Economics :  the  only  true  meaning  of 
"  Produce  "  in  Economics  is  to  offer  for  sale :  the  true  Economic 
meaning  of  "  Production  "  is  offering  for  sale. 

A  great  poet  may  produce  a  great  poem :  a  great  artist  may 
produce  a  great  picture :  a  great  sculptor  may  produce  a  great 
statue  :  we  may  estimate  their  merits  most  highly — ^they  may  be 
classed  among  the  brightest  products  of  human  genius.  But  how 
are  we  to  estimate  their  Money  Value  ?  Now  though  the  poem, 
the  picture,  the  statue  may  be  produced  in  nature,  or  called  into 
existence,  they  are  not  "  produced  "  in  Economics  until  they  are 
brought  into  tke  market  and  offered  for  sale. 

28.  Considerations  of  a  somewhat  more  subtle  nature  appertain 
to  the  words  Consume  and  Consumption. 

Smith  begins  his  work  thus — "The  annual  labour  of  every 
nation  is  the  fund  which  originally  supplies  it  with  all  the  neces- 
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nries  and  odnveiiieiiceB  of  life  which  it  annnally  eomumssr  Nofw 
what  18  the  meaning  of  consumes  in  this  passage  ?  So  far  as 
legaids  ibod  and  clothing  the  meaning  may  be  thought  to  be  dear 
enoogh.  The  labourer  consumes  food  and  clothing  which  he 
leoeiTes  in  exchange  for  his  labonr.  Bat  snppose  that  after  haying 
ntisfied  his  hmigw,  and  bought  clothes  sufficient,  he  wants  a  house 
or  lodging ;  does  he  consume  the  house  or  the  lodging?  Suppose 
he  wishes  to  gratify  his  tastes  by  buying  a  picture  or  a  statue,  does 
he  eonsums  the  picture  or  the  statue :  or  if  he  goes  to  the  theatre 
to  see  a  play,  or  hear  an  opera,  does  he  consume  the  play  or  the 
opera :  suppose  he  buys  books,  does  he  consume  the  books  ?  Very 
few  people  would  understand  such  a  mode  of  expression. 

The  &ct  is  tiiat  the  word  Consumption  is  almost  always  asso- 
ciated in  Wnglish  Eoonomics  with  the  idea  of  destruction.  But  this 
11  most  inaccurate.  Consumption  or  Gonsommation  as  the  word 
invariably  used  in  French  Economics,  was  employed  by  the 
Physioerates  to  mean  purchasing  a  product,  taking  it  out  of 
oommeroe,  and  using  and  enjoying  it.  A  considerable  part  of 
Eoanomical  products  are  the  fruits  of  the  earth,  which  are  destroyed 
in  their  use  and  enjoyment,  and  this  secondary  and  accidental 
sense  of  destruction  came  to  be  considered  as  the  primary  one. 

Bat  tiie  di^test  reflection  will  shew  that  this  is  absurd.  Do  we 
bi^  eTerything  for  the  purpse  of  destroying  it  ?  If  we  buy  a 
pi^ure,  a  statue,  a  mirror,  and  countless  other  things  do  we  buy 
tfaem  for  the  purpose  of  destroying  them  ?  Such  an  idea  is  abso- 
lutely absurd. 

In  foot  tiie  early  French  Economists  who  introduced  the  word 
Consommation  into  the  subject  did  not  in  any  way  mean  destruc- 
tion by  it.  **La  Gonsommation,^^  says  Forbonnais,*  "est  la 
reoompence  dn  travail  qui  produit."  The  Physioerates  meant  by 
(Jonsmmateur  simply  the  person  who  bought  a  product,  and  took 
it  out  of  commerce.  So  Smith,  after  beginning  his  work  as  stated 
above,  and  never  explaining  what  he  means  by  consume,  and  also 
using  the  term  consumable  goods  scores  of  times  without  the  least 
explanation  of  what  he  means  by  consumable,  includes  under  the 
term  floating  Capital,  "  money  by  means  of  which  all  the  other 
three  are  circulated  and  distributed  to  their  proper  consumers,'* 

Again  he  says  ^ — "  Though  the  weekly  or  yearly  revenue  of  all 
the  different  inhabitants  of  every  country  in  the  same  manner  may 

>  Fnneipei  Eooiunmquu,  eft.  2.        *  Wtalth  of  JSaiiont,  B.  If.,  ck,  2. 
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be,  and  in  reality  frequently  is,  paid  to  them  in  money  ;  their  real 
riches,  however,  the  real  weekly  or  yearly  revenue  of  all  of  them 
taken  together,  must  always  be  great  or  small  in  proportion  to  the 
quantity  of  consumable  goods  which  they  can  all  of  them  purchase 
with  this  money.  The  whole  revenue  of  aU  of  them  taken 
together  is  evidently  not  equal  to  both  the  money  and  the  con- 
sumdbU  goods f  but  only  to  one  or  other  of  these  two  values,  and  to 
the  latter  more  properly  than  to  the  former. 

"Though  we  frequently,  therefore,  express  a  person's  revenue 
by  the  metal  pieces  which  are  annually  paid  to  him,  it  is  because 
the  amount  of  these  pieces  regulates  the  extent  of  his  power  of 
purchasing f  or  the  value  of  the  goods  which  he  can  annually  afford 
to  comume.  We  still  consider  his  revenue  as  consisting  in  this 
power  of  purchasing  or  consuming,  and  not  in  the  pieces  which 
convey  it." 

Thus  at  last  we  discover  that  Smith  means  simply  purchasing 
by  consuming ;  and  of  course  persons  are  very  &r  from  destroying 
all  they  purchase,  or  intending  to  destroy  it. 

Even  Say,  who  was  the  first  that  we  are  aware  of,  to  define 
Consommation  to  mean  destruction,  says  ^ — "  The  English  succeed 
in  making  very  fine  glass  for  mirrors,  and  could  supply  them  at  a 
very  moderate  price,  if  the  enormous  duties  laid  on  the  manufacture 
of  glass  in  England  did  not  raise  the  product  to  a  price  which 
many  consumers  {Qonsommateurs)  cannot  afford." 

Now  did  the  Consumers  of  the  mirrors  destroy  them  ?  Did  they 
buy  them  for  the  purpose  of  destroying  them  ?  Such  an  idea  is,  of 
course,  absurd. 

Say  himself  says* — "The  Consumers  (Consommateurs)  of 
products  are  their  buyers." 

Much  of  the  confusion  has  no  doubt  arisen  from  writers  neg- 
lecting to  attend  to  the  true  and  original  meaning  of  the  word. 
The  technical  words  in  English  are  no  doubt  Consumer  and  Con- 
sumption, which  appear  to  infer  destruction,  but  we  have  seen 
that  Consumer  means  buyer  in  commercial  language.  But  the 
French  have  two  words,  Consomption  from  Consumer,  ftx)m  the 
Latin  Consumers,  meaning  to  waste  away  or  destroy :  and  Con- 
sommation from  Consommer,  from  the  Latin  Consummare,  Now 
the  technical  word  invariably  used  in  French  Economics  is  Con- 

*  C(nuri  dJEconomie^  jpoUtique.    Part  III.,  ck.  3. 
*  TraiUh  cPJEconomU  politique,  p.  849. 
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wmmatum^  which  is  from  the  Latin  ConsummaHo :  and  the  true 
meaning  of  Qmsammer  in  French  is  aehsvery  acecmplir^  and  any 
one  who  reads  French  knows  that  nniyersallj  the  word  consom- 
mer  means  to  complete,  and  cansttmer  means  to  waste  awaj  or 
destroy.  Thns  La  Fontaine  says — "  En  pea  de  jours  il  cansomma 
VskSaireJ*  So  Pascal  says* — ^**0n  va  chercher  et  consammer  la 
demonstration."  So  another  writer  says' — "  Dnrant  laquelle  se 
consomme  le  grand  ouvrage  " — "  tout  6tait  camamnU  an  retour  du 
soleil  k  Tequinoxe."  Another  writer  says* — "Jesus-Christ  a 
fNTnellement  promis  d'assister  son  Eglise  de  ses  Inmi^res  jusqu'4 
la  can^ommation  des  sidles" — "Le  sacrifice  dlsaac  qui  ne  fat 
point  consomme  fat  Timage  de  celui  qui  fat  consomnU  sur  la  croix.** 

The  following  extracts  shew  the  difference  between  ConsompHon 
and  Consommation^ — **  Les  itAta  tomberent  dans  la  consomption  de 
despotisme  " — "  leur  charge  a  conaommi  leur  mine." 

So  an  ingenious  Frenchman,  who  made  an  excellent  translation 
of  Wolfs  beautifal  ode  on  the  Burial  of  Sir  John  Moorey  and 
tried  to  palm  it  off  upon  the  world  as  the  original  written  in 
memory  of  a  Ck)lonel  de  Beaumanoir,  who  is  said  to  have  been 
killed  at  the  siege  of  Pondicherry  in  1761  ;  and  from  which  he 
wanted  the  world  to  believe  that  the  English  poem  was  plagiarised, 
thus  renders  the  last  stanza — 

Et  dans  la  fosse  alors  le  mfmes  lentemeiit 
Pros  du  ohamp  on  sa  gloire  a  ki&  consommSe 

Nous  mimes  k  Tendroit,  ni  pierre  ni  monament, 
Le  laissant  seal  4  seul  aveo  sa  renomm6e. 

We  need  not  multiply  instances,  and  any  one  who  reads  French 
attentively  will  know  what  we  have  said  is  correct.  And  this  was 
also  the  meaning  given  to  consommation  by  the  early  Economists. 
Thus  Le  Trosne  says  ^ — "  II  y  a  cette  difference  entre  Techange  et; 
la  vente,  que  dans  Tdchange  tout  est  consomme  pour  chacun  des 
parties  :  elles  out  la  chose  qu'elles  voudraient  se  procurer,  et  n'ont 
plus  qu'i  jouir.  Dans  la  vente  au  contraire,  il  n'y  a  que  Tachcteur 
qui  ait  rempli  son  objet  parce  qu'il  n'y  a  que  lui  qui  soit  k  portee 
de  jouir.    Mais  tout  n'est  pas  krmirie  pour  le  vendeur." 

And  again — *^  L'6change  arrive  directement  au  but,  qui  est  la 
consommation ;  il  n'a  que  deux  termes,  et  se  termine  par  un  seul 

1  Littri:  Dictionnaire  de  la  Langue  ^anpaise. 

*  De  Vetprit  gionUtrique.      '  Dupuis^  Origrine  de  totu  Us  ctUtcs,  III.^  25,  1. 

*  UUUnre  critique  de  Jetm-  Christ.    Pre/ace,  p.  19.      ^  Vclney.    Les  Buines, 

«  De  Vintirit  social,  ck,  2. 
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contrafc.  Mais  un  oontrat  ou  I'argent  intervient  n'est  pas  cansammi, 
pnis-qa'il  £Eint  qae  le  vendeur  deyienne  achetenr,  oa  par  lai-m^me 
oa  par  rinterposition  de  celai  anqael  il  transportera  son  argent. 
H  7  a  donCy  pour  aboutir  k  la  cansammation  qui  est  Tobjet  ult^rieur, 
au  moms  quatxe  terms  et  trois  oontractants,  dont  Tun  interrient 
deux  fois." 

So  Blanqui  says  ^ — ''  Toutes  les  transactions  devaient  se  cansom- 
mer  par  forme  d'dchange/' 

Consumption,  or  Consommation,  then,  in  the  language  of  the 
early  Eoonomists  meant  simply  the  Completion  of  an  Exchange. 
Suppose  for  example  a  Painter  and  a  Sculptor  desire  to  exchange 
timr  products.  When  the  painter  has  received  the  statue,  and  the 
sculptor  has  received  the  picture,  each  has  produced  his  own  work 
and  consummated  his  desire  by  obtaining  something  he  desired  to 
enjoy.  This  constitutes  an  exchange,  but  there  is  no  idea  of 
destruction  in  this  production  and  mutual  consummation  of 
desires. 

The  Consumer  is  the  person  who  consmnmates,  completes,  or 
accomplishes  the  work  of  the  Producer.  The  Producer  brings 
forward  something  and  offers  it  for  sale.  But  it  is  the  Purchaser 
who  gives  Value  to  it :  it  is  he  who  crowns  the  work,  and  consum- 
mates the  desire  of  the  Producer ;  and  completes  the  transaction 
by  purchasing  the  product  and  thereby  giving  it  Value.  The 
Consumer,  therefore,  means  nothing  but  the  Purchaser  or  the 
Customer.  ''  Demand,"  says  Senior,  ^'  is  sometimes  used  as  syn- 
onymous with  Consumption." 

But  as  a  matter  of  fact  a  considerable  portion  of  what  men 
purchase,  they  buy  for  the  sake  of  destroying,  such  as  food  and 
wine,  &c.,  and  from  carelessness,  and  want  of  attention  to  scientific 
accuracy,  the  word  Consommation  was  applied  to  destruction.  All 
sorts  of  food  are  now  called  articles  de  consommation  in  France : 
but  it  must  be  carefully  observed  that  this  is  not  the  true  Economic 
meaning  of  the  word,  and  the  French  Economists  have  corrupted 
the  French  language. 

The  terms  Production  and  Consumption,  therefore,  meant 
nothing  more  than  exchange,  but  it  was  only  applied  to  cases  in 
which  each  Producer  obtained  the  satisfaction  of  his  desires  by 
exchange.  It  was  never  applied  to  cases  of  sale  in  which  Money 
intervened ;  and  stiU  less  to  that  gigantic  commerce  in  Bills  of 

1  Hiitoirt  de  I'iconomU  poUtique,  Vol,  /.,  p.  194. 
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Exchange  and  other  Debts,  with  which  we  are  concerned  in  this 
work. 

Since,  then,  the  terms  Prodaction  and  Consumption  lead  to  con- 
siderable embarrassment  in  the  extension  which  Economics  has 
received  in  recent  times  to  include  all  Exchanges,  we  must  resort 
to  t^rms  of  wider  import,  viz..  Supply  and  Demand. 

29.  Supply  and  Demand  are  sometimes  supposed  to  be  equiva- 
lent to  Production  and  Consumption.  Senior,  we  have  seen  above, 
sajs  that  Consumption  is  sometimes  used  as  equivalent  to  Demand. 
Now  Production  and  Supply  are  absolutely  equivalent.  The 
quantity  offered  for  sale,  the  quantity  produoed,  and  the  quantity 
supplied,  are  identical  terms.  But  Demand  is  by  no  means  equiva- 
lent to  Consumption. 

D^nand  is  a  desire  to  possess  something,  but  unless  persons 
poBsess  something  to  give  in  exchange  for  what  they  want  to 
obtain,  they  can  give  no  effect  to  their  desire  :  and  unless  they  can 
do  so,  no  Economic  phenomenon  takes  place. 

It  is  easy  to  see  that  Demand  is  not  the  same  thing  as  Consump- 
tioQ.  Suppose,  as  very  often  happens  in  a  country  district,  there 
ii  a  certain  quantity  of  milk,  butter,  eggs,  poultry,  &c.,  produced. 
The  country  people  are  accustomed  to  buy  or  consume  all  this 
produce  at  a  certain  price.  There  is,  therefore,  a  certain  amount 
of  Production  and  Consumption.  But  the  place,  perhaps,  becomes 
fashionable :  a  number  of  rich  persons  crowd  in,  and  prices  rise 
immensely :  but  the  same  quantity  of  products  are  consumed. 
Now  there  is  the  same  Production  and  the  same  Consumption. 
There  is  the  same  Supply,  but  not  the  same  Demand.  If  rich 
people  crowd  in  and  outbid  poor  ones,  and  give  a  higher  price  than 
the  country  people  can  do,  there  is  a  greater  Demand.  When 
prices  rise  above  a  certain  point,  however  persons  may  wish  to 
possess  the  object,  if  they  cannot  give  these  prices  they  cease  to 
buy,  and  therefore  in  an  Economic  sense  they  cease  to  Demand. 
D^nand,  therefore,  in  Economics  must  mean  the  desire  and  the 
power  to  purchase,  and,  of  course,  the  more  intense  the  desire  and 
the  greater  the  power  to  purchase,  the  greater  is  the  Demand. 

Hence  we  may  say  that,  while  Production  and  Consumption 
constitute  exchange,  the  relative  numerical  quantities  in  which  the 
respective  products  will  exchange  are  determined  by  Supply  and 
Demand. 
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,     THE  THEORY  OF  VALUE. 

1.  We  have  seen  in  the  preceding  chapter  that  there  are 
three  distinct  species  of  Exchangeable,  or  Economic  Quantities, 
symbolised  by  the  terms,  Money,  Labour,  and  Credit,  the  varions 
interchanges  of  which  give  rise  to  Six  different  kinds  of  Ex- 
change. These  constitute  the  science  of  Economics,  or  Political 
Economy,  in  its  most  modem  definition.  It  has  also  been  said 
that  the  Value  of  any  Economic  Quantity  is  any  other  Economic 
Quantity  for  which  it  can  be  exchanged.  To  examine  these  six 
species  of  exchange  with  all  their  ramifications  would  be  a  com- 
plete treatise  on  Economics.  In  the  present  work  we  have  only 
to  do  with  two  out  of  the  six  species  of  exchange,  viz.,  the  ex- 
change of  Money  for  Credit,  or  Debts,  and  the  exchange  of 
Credit,  or  Debts,  for  Credit,  or  Debts,  which  constitutes  the 
business  of  Banking.  We  must  now  investigate  the  Theory 
of  Value,  which  must  be  equally  apphcable  to  all  Economic 
Quantities,  and  to  all  the  six  species  of  exchange. 

The  complete  Theory  of  Value  comprises  the  following : — 

1.  Ths  Definition  of  Value. 

2.  The  Origin^  Source,  or  Gau^e  of  Value. 

3.  The  General  Law  of  Value, 

We  must  now  examine  each  of  these  separately,  and  lay  a 
solid  foundation  for  our  subsequent  investigations :  and,  though  it 
it  is  our  wish  to  avoid  controversy  as  much  as  possible  in  the 
present  work,  we  cannot  help  noticing  some  misconceptions  on  the 
subject  which  are  still  very  prevalent,  as  they  have  done  so  much 
to  obscure  the  Theory  of  Credit  in  recent  times. 

On  the  Definition  of  Value. 

2.  Value  in  its  original  sense  is  a  quality  or  desire  of  the 
mind :  it  means  esteem,  or  estimation  ;  as  we  speak  of  a  highly 
valued  friend :  but  such  Value  is  not  an  Economic  phenomenon. 
To  bring  Value  into  Economics  it  must  be  manifested  in  some 
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tangible  fonn :  just  in  the  same  way  as  hmnan  abilities  do  not 
enter  into  Economics  nnless  thej  are  exercised  in  exchange  fnr 
something  else.  So  Yalne  does  not  enter  into  Economics  until 
a  person  manifests  his  desire^  estimation,  or  Yaloe  for  some- 
thing by  giving  something  in  Exchange  for  it  to  acquire  possession 
of  it 

Bi^  as  one  person  cannot  gain  possesion  of  what  another 
pencm  posaesses  without  giving  him  something  in  exchange  for 
it»  which  that  other  person  desires,  demands,  or  Values,  it  is 
evident  that  for  an  exchange  to  take  place  requires  the  con- 
cmienoe  of  two  minds.  If  a  person  brought  a  cargo  of  wine  to 
a  nation  of  teetotallers,  no  one  would  buy  it ;  such  a  product 
would  have  no  Value  among  such  a  community.  So  a  cargo  of 
ftobaooo  would  hare  no  Value  among  a  nation  of  non-smokers. 
The  Yaloe  of  a  thing  does  not  depend  solely  upon  the  person  who 
oflbrs  it  for  sale,  but  upon  the  desire  of  the  purchaser.  HowcTer 
much  a  person  may  wish  to  sell  any  product  of  his  own,  yet  if  no 
ODe  will  buy  it,  it  has  no  Value.  If  an  exchange  takes  place  it 
can  only  be  from  the  reciprocal  desire  of  two  persons,  each  for  the 
goods  c^  the  other. 

When,  therefore,  two  persons  agree  to  exchange  their  products ; 
each  product  may  be  considered  as  the  Measure  of  the  desire  of  its 
possessor  to  obtain  the  product  of  the  other  person.  The  two 
prodocts,  therefore,  reciprocally  measure  the  desire  of  their  pos- 
sessors to  obtain  the  product  of  the  other :  and  when  the  respective 
persons  have  agreed  upon  the  quantities  of  their  products  which 
are  to  be  exchanged,  the  two  products  are  said  to  be  of  equal 
Yahie.  Eadi  product  is  said  to  be  /^  Value  of  the  other  :  and 
this  is  the  cmly  kind  of  Value  with  which  we  are  concerned  in 
Economics. 

Thus  let  A  and  B  be  any  two  Economic  Quantities  which  are 
exdianged  at  any  moment ;  then  we  may  say — 

A  vaUt  B 
or,        A  is  of  the  Value  of  B 
or,  A    =    B. 

Then  B  is  /A«  Value  of  A,  in  terms  of  B  :  and  A  is  the  Value 
of  B,  in  terms  of  A. 

Thns,  as  the  Physiocrates  said  > — ^  Value  consists  in  the  relation 
of  exchange  whidi  takes  place  between  such  and  such  a  product ; 

*  Lc  Tromc    De  timUrtt  mxial,  eft.  1,  f  4. 
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between  snch  a  Quantity  of  one  product  and  such  a  Quantity 

of  another." 

Hence  it  is  clear  that  Value  is  a  Batio,  or  an  Equation.    It  is 

like  distance.    It  necessarily  requires  two  objects.    The  Value  of 

a  thing  is  always  something  external  to  itself.    It  is  absolutely 

impossible  to  pr^ct  that  any  quantity  has  Value,  without  at  the 

same  time  implying  that  it  can  be  exchanged  for  something  ;  and, 

of  course,  everything  it  can  be  exchanged  for  is  its  Value  in  that 

oommodity.    It  is  impossible  to  say  that  any  quantity  has  Value, 

without  at  the  same  time  stating  Value  in  what — ^whether  bread, 

or  shoes,  or  cloth,  or  money,  or  anything.    So  it  is  impossible  to 

say  that  any  town  has  distance,  unless  we  state  the  place  it  is 

distant  from.     We  can  no  more  say  that  a  quantity  is  worth,  than 

we  can  say  that  London  is  distant.     And  as  any  place  is  of 

different  distances  from  other  places,  so  any  quantity  has  as  many 

Values  as  other  quantities  it  will  exchange  for. 

Now,  suppose  B  as  aboye  is  ten  guineas :  then  A  may  be  either 
of  the  three  species  of  Economic  Quantities.  It  may  be  a  material 
product  like  a  watch  :  or  it  may  be  an  immaterial  product,  such  as 
so  much  instruction  in  science  or  literature,  or  it  may  be  so  much 
amusement — ^as  so  much  acting,  or  any  other  service  :  or  it  may  be 
an  incorporeal  product — aa  a  Debt,  under  the  form  of  a  Bank  Note, 
or  a  Bill  of  Exchange ;  or  so  much  Public  Stock,  or  any  other 
species  of  incorporeal  property.  Each  of  these  species  of  Property 
is  of  the  value  of  ten  guineas :  and  therefore  it  manifestly  follows 
that  each  of  them  must  be  equal  to  each  other  :  for  Things  which 
are  equal  to  the  same  thing  are  equal  to  one  another. 

But  B  may  be  either  of  the  three  species  of  Economic  Quantities 
as  well  as  A.  Therefore  any  Economic  Quantity  may  have  Value 
in  terms  of  any  of  the  others. 

It  is  from  failing  to  keep  a  firm,  clear,  and  distinct  grasp  of  the 
fundamental  conception  that  the  Value  of  an  Economic  Quantity 
must  be  some  other  Quantity  for  which  it  can  be  exchanged,  that  so 
much  confusion  has  been  created  in  the  subjects  of  "Wealth,  Value, 
Productive  Labour,  and  Economics  generally.  Aristotle  says  that 
Wealth  is  anything  whose  value  may  be  measured  in  money,  and 
from  this  wide  and  general  definition  the  author  of  the  Eryxias 
irrefragably  proved  that  if  a  person  can  gain  a  living  by  giving 
instruction  in  science,  etc.,  then  that  instruction  is  Wealth,  just  for 
the  very  same  reason  that  gold  or  silver  are  so— because  they  can 
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purchase  the  neoeflBaries  of  life.  So  the  Roman  Lawyers,  who  also 
made  the  principle  of  Wealth  to  reside  solely  in  exchangeability, 
dassed  Rights  under  the  title  of  Wealth,  because  naked  abstract 
Rights  may  be  bought  and  sold  Uke  anything  else. 

The  Value  of  the  goods  in  the  merchants*  and  traders'  ware- 
hooaes  is  the  money  in  the  pockets  of  their  customers.  The  Value 
of  the  money  in  the  pockets  of  the  pubUc  is  the  yanous  products 
and  services  it  can  purchase.  The  Value  of  a  Professor^s  lectures  is 
the  fees  pud  to  him  by  his  students.  The  Value  of  the  Lawyer's, 
Fhysidan'Sy  Surgeon's  talents  is  the  income  he  can  earn.  Hence 
Malthns's  reason  for  excluding  immaterial  products  from  Economics, 
because  they  cannot  be  catalogued  and  valued,  besides  being  quite 
irrelevant  to  the  science  of  Economics,  is  at  once  overthrown ; 
because  we  have  only  to  enumerate  all  the  Lawyers,  Physicians, 
Surgeons^  Civil  Engineers,  Architects,  and  men  of  all  sorts  who 
exercise  a  profession,  and  ascertain  their  income,  and  the  Value  of 
their  labour  is  as  easily  catalogued  and  determined  as  that  of  any 
material  products. 

The  Value  of  an  Incorporeal  Right,  or  Promise,  is  the  thing 
which  may  be  demanded  or  promised. 

The  Value  of  a  £5  note  is  five  sovereigns.  The  Value  of  a 
Postage  Stamp  is  the  carriage  of  a  letter.  The  Value  of  a  Promise, 
or  Fledge,  to  cut  a  man's  hair  is  the  cutting  of  the  hair.  The 
Value  of  a  Railway  Ticket  is  the  journey.  The  Value  of  an  order 
to  see  the  Zoological  Gardens  is  being  admitted  to  see  them.  The 
Value  of  an  admission  to  the  play  is  seeing  the  play. 

Suppose  the  price  of  getting  one's  hair  cut  is  a  shilling  :  suppose 
I  want  my  hair  cut :  what  difference  does  it  makes  to  me  whether 
I  have  a  shilling  in  my  pocket,  or  the  pledge  of  the  hair  dresser  to 
cut  it?  Is  it  not  clear  that  in  this  case  the  shilling  and  the 
promise  are  of  exactly  the  same  value  to  me  ? 

Suppose  I  want  a  loaf  of  bread  which  costs  a  shilling :  what 
difference  does  it  make  to  me  whether  I  have  a  shilling  in  my 
pockety  or  a  Promise  from  a  baker  to  give  me  the  bread  ?  Are  not 
the  shilling  and  Uie  promise  of  exactly  the  same  Value  to  me  in 
this  case? 

Suppose  I  want  to  see  the  Zoo :  what  difference  does  it  make  to 
me  whether  I  have  a  shilling  in  my  pocket  or  an  order  for  admis- 
sion ?  Are  not  the  shilling  and  the  order  of  exactly  the  same 
Value  to  me  in  this  case  ? 

F  2 
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In  short,  suppose  I  want  any  product  or  service  at  all,  what 
difference  does  it  make  to  me  whether  I  have  the  money  in  my 
pocket  to  purchase  it,  or  a  Promise  from  some  one  to  render  me  the 
product  or  the  service  ?  Are  not  the  Money  and  the  Promise  of 
exactly  the  same  Value  to  me  in  each  separate  case. 

Each  separate  tradesman  only,  of  oouise,  promises  to  render  some 
particular  product ;  and  as  this  product  is  not  demandable  from  any 
one  but  the  person  who  has  given  the  pledge,  it  has,  of  course 
particular  Value. 

Now  what  is  Money  ?  It  is  nothing  but  the  generalised  Right, 
or  Power,  to  demand  whichever  of  these  products  or  services  we 
may  reqpire  at  any  time.  Is  it  not  clear,  therefore,  that  money 
is  a  General  Bight,  while  each  of  these  Pledges  is  a  Particular 
Right? 

Is  it  not  clear,  therefore,  that  each  of  these  separate  Rights  is  of 
the  same  nature  as  money,  only  inferior  in  degree  ?  And  that  they 
are  Economic  Quantities,  or  Wealth,  for  the  very  same  reason  that 
Money  is  ?  And  that  Money  is  nothing  but  a  stored  up  or  accu- 
mulated general  Power,  or  Right,  of  demanding  all  products  and 
services  ?  Is  it  not  clear,  that  if  a  man  had  his  pocket  fuU  of 
Promises  or  Pledges  by  solvent  persons  to  render  him  all  the 
products  and  services  he  wanted,  he  would  be  just  as  wealthy  as  if 
he  had  so  much  money  ?  Hence  we  see  the  perfect  justice  of  the 
Roman  Law — "  Under  the  title  of  Wealth,  or  Money,  Rights  are 
induded.** 

These  Rights,  then,  being  clearly  shewn  to  have  Value,  and 
be  Wealth,  like  any  material  products,  they  may  be  bought,  and 
sold,  and  exchanged  like  any  material  products.  A  Right  to 
demand  a  loaf  of  bread  may  be  exchanged  against  a  Right  to 
have  one's  hair  cut.  One  of  the  Ionian  oil  bills  mentioned  before 
may  be  exchanged  for  a  Pledge,  or  Promise  to  pay  so  much  tea, 
or  any  other  product. 

So  a  Right  to  demand  a  sum  of  money  to  be  paid  three  months 
hence,  may  be  exchanged  against  a  Right  to  demand  money  at 
once.  And  all  these  Rights  are  Economic  Quantities,  or  Wetdth, 
as  much  as  any  material  products.  They  are  the  most  colossal 
species  of  property  in  this  country,  and  articles  of  the  most 
gigantic  commerce,  whose  mechanism  is  the  subject  matter  of 
this  work. 

As  Value  is  the  Ratio  in  which  two  Economic  Quantities  A  and 
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B  wiD  exdiage,  ifc  m  dev  thai  die  Tiloe  of  A  in  terms  of  B 
incTOMcs  or  decienes  aooofding  to  the  greater  or  leas  qiuimtj  of 
B  that  A  am  prnduie:  and  the  Tmhie  of  B  in  tenns  of  A 
incmseB  or  deuciMea  aooofding  to  the  greater  or  lev  qoandtj 
of  A  that  B  am  purehaie.  It  it  ako  dear  that  if  from  an j  canae 
viiaterer  the  Tahie,  or  the  Batio,  between  these  quantities  has 
rfianged,  the  Yafaie  oi  both  most  hare  changed.  It  is  manifestij 
as  abaord  to  aay  that  the  Tafaie  of  one  qnantitr  has  dianged,  while 
that  oi  the  other  has  remained  the  aime,  as  it  wooid  be  to  ssj 
that  a  railway  trun  had  increased  its  distance  from  the  station ; 
while  the  station  remained  at  the  asme  dJMance  from  the  train. 
Moreorer  it  woold  be  as  absurd  to  speak  of  a  qoantitj  diangfng 
its  own  Talne,  or  keeping  its  own  Taloe  fixed,  withoat  stating  the 
artide  with  respect  to  which  its  Yafaie  had  dianged,  or  remained 
fixed,  aa  it  wooki  be  to  say  that  an  object  had  changed,  or  pre- 
serred  its  own  distance,  or  ita  own  ratio,  withoat  saying  distance 
from  what,  or  ratio  io  iriiat. 

Henoe  it  is  qnite  dear  that  nothing  can  hare  fixed  or  inTariaMe 
Tahie  nnkas  erexything  else  is  fixed  and  inTariable  in  Talne  aa 
weD,  becanse,  thoi^  the  Talne  of  a  quantity  may  remain  the 
same  with  regard  to  any  number  of  things,  yet  if  its  Value  haa 
changed  with  respect  to  any  other  things  whaterer  the  Value  of 
that  thing  haa  changed. 

And  aa  the  Value  of  anything  is  sdely  anything  else  it  can  be 
firiianged  for,  it  is  manifest  that  if  it  can  be  exchanged  for 
nothing;  it  haa  no  Value.  No  matter  what  qualities  it  may 
ptianrsn^  if  no  one  else  wants  it,  and  will  gire  nothing  for  it,  it 
has  no  more  Value  ktr  its  owner  than  if  he  were  in  the  centre  of 
the  Desert  of  Sahara.  Many  perBons  hare  almost  a  difficulty  in 
believing  that  money  can  hare  no  Value ;  but  Smith  himsdf 
says  that  if  a  guinea  could  not  be  exchanged  for  anything  it 
would  be  of  no  mc»e  Value  than  a  bill  upon  a  bankmpL  So  Say 
saja^  things  can  only  be  Valued  by  an  exchange.  This  is  strictly 
in  aooordanoe  with  the  doctrine  of  all  ancient  writers  and  of  the 
Phjsocrates. 

Thus  a  recent  firely  writer,  describing  the  ^lendour  a(  the 
houses  in  tome  of  the  remote  country  dLstricts  of  Spain,  says* 
Houses  and  splendid   furniture  in  such  places  are  nearly 

I  Ccrnn^  Pari  I^  ek.  1. 
Comtmg  £§gmmfiat ;  or  etay  day  Ji/e  im  Spain,    Bg  Mn.  JZvnqr*  f^  U4. 
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Valueless,  there  is  no  one  to  hire  the  former,  or  to  buy  the 
latter." 

All  this  is  simple  enough,  and  is  only  the  necessary  consequence 
of  Value  being  a  ratio  and  requiring  two  objects.  But  while 
Economists  admit  that  the  Value  of  a  thing  is  something  external 
to  itself,  they-  scarcely  ever  adhere  to  that  conception,  and  its 
necessary  consequences,  but  they  constantly  consider  Value  to  be 
some  absolute  inherent  quality,  appertaining  to  the  thing  itself, 
without  apparently  the  least  idea  that  these  are  two  different 
conceptions,  and  the  whole  subject  has  been  thrown  into  incon- 
ceivable conftision  by  their  sometimes  treating  Value  as  a  Quality 
and  sometimes  as  a  Ratio. 

There  is  only  one  further  thing  that  need  be  noticed  here : 
Value  is  the  Batio  in  which  any  Economic  Quantity  wlU  exchange 
with  any  other  Quantity :  Price  is  the  Value  of  a  Quantity 
in  Money  or  Credit  only.  Now  if  Money  or  Credit  be  excessively 
abundant,  the  prices  of  all  other  things  will*  rise,  but  they  will 
still  preserve  their  relative  Values  among  themselves.  For  if  a 
loaf  of  bread  and  a  pound  of  meat  each  cost  sixpence,  and  if,  in 
consequence  of  an  excessive  abundance  of  Money  or  Credit,  they 
each  rise  to  a  shilling,  the  pound  of  meat  is  still  of  the  Value  of  a 
loaf  of  bread.  Hence  there  may  be  a  general  rise,  or  a  general 
fall,  of  prices. 

But  there  can  be  no  such  thing  as  a  general  rise,  or  a  general 
fall,  of  Values.  Everything  can  no  more  rise  or  fall  with  respect 
to  everything  else  than,  as  Mill  says,  a  dozen  runners  can  each 
outrun  all  the  rest,  or  a  hundred  trees  can  all  overtop  one  another ; 
or  than,  every  donkey  can  come  in  last  in  a  donkey  race.  To 
suppose  all  things  could  arise  relatively  to  each  other  would  be  to 
realise  Pat's  idea  of  society,  where  every  man  is  as  good  as  his 
neighbour,  and  a  great  deal  better  too. 

On  the  Error  of  tike  Expression  Intrinsic  Value. 

3.  We  have  now  to  call  attention  to  a  phrase  which  has  been 
the  cause  of  an  enormous  amount  of  confdsion  in  Economics. 
Say  very  justly  remarks  on  the  difficulty  of  divesting  the  mind  of 
the  influence  of  common  language  in  this  subject.  Nothing  has 
been  more  mischievous  than  the  influence  of  the  phrase  we  are 
going  to  notice,  and  to  exterminate  it  is  the  first  step  in  the  im- 
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provement  of  the  science— especially  for  the  due  comprehension 
of  the  subject  of  Credit. 

All  ancient  writers  kept  their  minds  clearly  fixed  on  the  thing 
which  anything  conld  be  exchanged  for  as  its  Yalne,  or  some- 
thing external  to  itself,  and  we  have  not  found  in  them  any  trace 
of  such  a  confusion  of  ideas  as  the  expression  Intrinsic  Value. 
But  their  writings  on  the  subject  seem  to  have  been  totally 
forgotten.  In  modem  times  when  men  began  to  consider  the 
flabject  of  Wealth,  gold  and  silver  were  long  held  to  be  the  only 
species  of  Wealth,  because  they  outlasted  everything  else,  which 
wasted  away  or  was  destroyed  while  they  remained.  When  men 
began  to  see  the  absurdity  of  holding  specie  to  be  the  only 
Wealth,  they  looked  to  some  quality  of  the  thing  itself,  as  con- 
stituting a  thing  Wealth,  and  then  they  began  to  speak  of 
IfUruiiic  Value.  We  have  not  been  able  to  discover  where  or 
when  this  expression  arose ;  but  so  long  ago  as  1696  an  able 
writer,  Barbon,  pointed  out  the  oonfusion  which  had  arisen  from 
tnigfcftlriTigr  the  absolutc  qualities  of  a  thing  for  the  thing  it  would 
exchange  for.  He  says^ — '^  There  is  nothing  that  troubles  this 
controversy  more  than  for  want  of  distinguishing  between  value 
sskd  virtue. 

^  Value  is  only  the  price  of  things  ;  that  can  never  be  certain, 
because  it  must  be  there  at  all  times,  and  in  all  places,  of  the 
same  value  ;  there/ore  nothing  can  have  an  Intbutsic  Value. 

'^  But  things  have  an  intrinsic  virtue  in  themselves,  which  in 
all  places  have  the  same  virtue :  as  the  loadstone  to  attract  iron, 
and  the  several  qualities  that  belong  to  herbs  and  drugs,  some 
purgative,  some  diuretical,  &c.  But  these  things,  though  they 
may  have  great  virtus,  may  be  of  small  value,  or  no  price, 
according  to  the  place  where  they  are  plenty  or  scarce,  as  the 
red  nettle,  though  it  be  of  excellent  virtue  to  stop  bleeding,  yet 
here  it  is  a  weed  of  no  valvs  firom  its  plenty.  And  so  are  spices 
and  drugs  in  their  own  native  soil  of  no  value,  but  as  common 
shrubs  and  weeds,  but  with  us  of  great  value,  and  yet  in  both 
places  of  the  same  excellent  intrinsic  virtue." 

Again — ^''For  things  have  no  value  in  themselves:  it  is 
opinion  and  fashion  brings  them  into  use  and  gives  them  a 
value." 

*  A  dUcourse  coficemiinj  coining  the  item  humey  lighter^  in  ansioer  to  Mr,  IajcJL's 
considerations  about  raiting  ihe  valu£  of  tnuncy^p,  6. 
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Barbon  thus  puts  his  finger  on  the  very  thing  which  is  the 
dnrse  and  the  bane  of  Economics  to  this  very  day,  the  expres* 
fiion  Intrinsic  Value,  which  is  confounding  an  intrinsic  quality 
with  an  external  relation.  It  is  this  very  phrase  which  in  recent 
times  has  done  so  mach  to  obscnre  and  confuse  the  Theory  of 
Credit. 

The  most  distinguished  writer  who,  before  the  Physiocrates, 
wrote  against  the  Mercantile  System,  was  Boisgnillebert,  the 
morning  star  of  modem  Economic  Science*  In  various  writings, 
Le  detail  de  la  France,  published  in  1697,  the  Factum  de  la  France, 
1707,  and  others,  he  advocates  all  those  doctrines  which  Turgot 
was  only  able  to  carry  out  three-quarters  of  a  century  later. 
Boisguillebert  says  ^ — "  Wealth  from  the  beginning  of  the  world, 
by  the  destination  of  nature,  and  the  order  of  the  Creator,  is 
nothing  else  than  an  ample  enjoyment  of  the  wants  of  life :  as 
they  are  simply  reduced  to  food  and  clothing  necessary  to  defend 
men  from  the  rigours  of  the  climate,  it  almost  all  consists  in  two 
kinds  of  occupation,  namely  ploughing  the  earth  and  the 
pasturage.**  And  again,  showing  the  absurdity  of  considering 
gold  and  silver  as  Wealth,  when  they  could  not  be  exchanged  for 
the  necessaries  of  life,  such  as  food  and  clothing,  he  says  ^  that 
these  are  the  only  things  which  should  be  considered  as  Wealth. 

And  after  this  time  the  usual  definition  of  Wealth  among  writers 
who  rebelled  against  the  Mercantile  System  was  the  '^annual 
produce  of  land  and  labour."  Thus  Cantillon  says* — "  The  earth 
is  the  source  or  matter  from  whence  all  riches  are  produced  :  the 
maintenance,  convenience,  and  superfluities  of  life,  are  properly 
speaking,  riches,  labour  the  first,  and  industry  the  second,  means 
of  obtaining  them."  So  Turgot,  Verri,  Beccaria,  and,  indeed,  all 
Economists  at  that  time  make  Wealth  to  consist  of  the  necessary, 
useful,  and  agreeable  things  obtained  from  the  earth  by  labour. 
This  definition,  which  looked  to  things  as  being  Wealth  from  their 
useful  qualities,  naturally  led  writers  to  speak  of  Intrinsic  Value. 
The  principle  of  exchangeability  was  also  included  by  these  writers 
as  appertaining  to  Wealth,  but  only  as  a  secondary  and  subordi- 
nate one,  not  as  the  sole  and  exclusive  one,  as  it  was  by  ancient 
writers. 

*  Factum  de  la  France,  ck,  4. 
3  DiseertoHon  8ur  la  nature  dea  richeseet.    Comideratione  gSndralee, 

'  AnaJyaii  of  Trade,  p  1. 
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Eoonomists  then  confined  their  attention  solely  to  things  of 
Talne,  the  prodnoe  of  Labonr,  qnite  oblivions  of  the  fact  that  there 
are  multitudes  of  things  of  Value  which  are  not  the  resnlt  of  Labour 
at  alL  Then  they  began  to  consider  that  things  would  exchange 
in  proportion  to  the  Labour  employed  in  producing  them.  Thus 
the  Value  of  a  thing  was  considered  to  depend  on  the  quantity  of 
Labour  employed  to  produce  it.  Thus  ^e  Quantity  of  Labour 
embodied  as  it  were  in  the  thing  came  to  be  counted  as  its  Value, 
and  Value  thus  came  to  be  called  Intrinsic,  and  many  of  the  most 
dninent  Ekxmomists  consider  Value  to  be  some  inherent  quality  of 
a  thing  conferred  by  Labour.  This  unhappy  phrase,  Intrinsic 
Vahm,  meets  us  at  CTery  turn  in  Economics,  and  yet  the  slightest 
RflectiaQ  will  shew  that  to  define  Value  to  be  something  External, 
and  then  to  be  constantly  speaking  of  Intrinsic  Value,  are  utterly 
rif-contradictory  and  inconsistent  ideas. 

Thus  over  and  over  again  it  is  repeated  in  Economical  works  that 
■ooey  has  Inkinsic  Value,  but  that  a  Bank  Note,  or  Bill  of 
Eichange,  is  only  the  RffpresentaHm  of  Value. 

Honey  no  doubt  is  the  produce  of  labour,  but  as  Smith  observes^ 
if  it  would  exchange  for  nothing  it  would  have  no  Value.  So  that 
after  all.  Smith  comes  to  exchangeability  as  the  principle  of  Value. 
So  also  Say  says  that  when  the  Value  of  money  only  consists  in  the 
Aii^  it  will  buy.  How  then  can  its  Value  be  Intrinsic  ?  How 
CB  anything  hare  Intrinsic  Value,  unless  it  has  the  things  it  will 
adumge  for  inside  itself  ?  Money  has  Intrinsic  Value  !  Has  a 
(Kce  of  money  got  the  merchandise,  and  all  the  other  things  it 
vin  porchase  inside  itself  ?  Money  will  exchange  for  anything — 
tan,  houses,  horses,  carriages,  boolu,  &c.,  and  each  of  these  is  the 
Value  of  the  Money  with  respect  to  that  commodity.  But  which 
tf  these  is  its  Intrinsic  Value  ? 

It  is  quite  clear  that  Money  has  not  Intrinsic,  but  Oeneral, 
Tatne,  because  it  is  generally  exchangeable  throughout  the  country. 
Bat  i^aoe  it  among  a  race  of  savages  and  where  would  its  Value 
be? 

Persons  throughout  a  country  will  always  be  ready  to  give 
AingB  in  exchange  for  the  money  of  the  country,  hence  Money 
Las  Oeneral  and  Permanent  Value,  but  manifestly  not  Intrinsic 
Tahie. 

All  Economists  admit  that  a  Bank  Note  payable  on  demand  is 
of  the  Valae  of  Money.    And  why  is  it  so  ?    Simply  because  it  is 
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exchangeable  for  money.  A  Bill  of  Exchange  on  a  solvent 
merchant  has  Value,  simply  because  at  a  certain  time  it  will  be 
exchanged  for  money.  Hence  it  is  clear  that  Bank  Notes  and 
Bills  of  Exchange  have  Value  for  precisely  the  same  reason  that 
Money  has,  and  no  other,  viz.,  that  they  are  exehangedbU  for 
tomeOmg  eUe.  When  Money  can  be  exchanged  it  has  Value  ; 
when  it  cannot  be  exchanged  it  has  no  Value :  when  a  Bill,  or 
Note,  can  be  exchanged  it  has  Value ;  when  it  cannot  be  exchanged 
it  has  no  Value. 

Hence  we  see  that  the  Value  of  Money  and  Credit  of  all  kinds 
is  essentially  of  the  same  nature,  though  there  may  be  different 
d^rees  of  it.  A  piece  of  Credit  is  an  article  of  merchandise  and 
an  exchangeable  commodity  just  as  much  as  Money  or  any  other 
goods. 

The  expression  Intrinsic  Value  is  so  common  that  persons  are 
apt  to  overlook  its  incongruity  of  idea  ;  but  if  we  use  the  words 
of  similar  import  whose  use  has  not  been  so  corrupted,  the  absur- 
dity will  be  at  once  apparent.  Thus  who  ever  heard  of  an 
Intrinsic  Distance,  or  an  Intrinsic  Ratio  ?  The  absurdity  of  these 
phrases  is  apparent  at  once ;  but  they  are  not  more  absurd  than 
Intrinsic  Value.  To  say  that  Money,  because  it  is  material,  and 
the  produce  of  land  and  Labour,  has  Intrinsic  Value,  and  that  a 
Bill  or  Note  is  only  the  Represmtatwe  of  Value,  is  as  absurd  as  to 
8ay  that  a  wooden  yard  measure  is  Intrinsic  Distance,  and  the 
space  between  two  points  one  yard  apart  is  the  Representative  of 
Distance. 

We  have  exhibited  elsewhere  ^  the  extraordinary  inconsistencies 
into  which  Smith  and  Bicardo  have  fallen  respecting  Value,  but 
we  will  give  here  an  example  of  the  concision  of  idea  into  which 
another  able  writer  has  also  been  betrayed.  Senior  says' — "  We 
have  already  stated  that  we  use  the  word  Value  in  its  popular 
acceptation,  as  signifying  that  quality  in  anything  which  fits  it  to 
be  given  and  received  in  exchange^  or  in  other  words  to  be  lent  or 
sold,  hired  or  purchased. 

^'So  defined,  Value  denotes  a  relation  reciprocally  existing 
between  two  objects ! '' 

Now  the  quality  of  a  melon  which  fits  it  to  be  sold  is  its 
agreeable  flavour ;  its  flavour  is,  according  to  Senior,  its  Value  ; 

*  PrincipUs  of  Economical  PhUosopky^  di.  5,  §  4. 
'  PbUiical  Economy ^  p,  13. 
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and  BO  defined,  he  says,  it  means  it  coets  58. !     That  is,  he  defines 
the  quality  of  a  thing  to  be  its  price  ! 

Bat  Economies  has  nothing  to  do  with  the  nsefnl  or  agreeable 
qualities  of  things,  but  only  with  their  external  relations  to  other 
things.  The  sole  quality  of  things  which  an  Economist,  qak 
Economist,  has  to  investigate  is  their  exchangeability ;  and  it  must 
always  be  remembered  that  Economics  is  a  pure  science  of  Ratios. 


On  ihs  DisHnetion  between  Defbeoiation  and  Diminution 

IN  Value. 

4.  We  must  now  observe  the  difference  between  two  expres- 
sions, which,  though  often  used  indiscriminately,  are  essentially 
distinct,  viz..  Diminution  in  Value  and  Depreciation.  An  Altera- 
tion in  Value  of  any  commodity  means  that  the  quantity  of  it 
which  was  considered  as  an  equivalent  for  a  certain  amount  of 
some  other  commodity  with  which  it  is  compared,  has  undergone 
a  change.  Depreciation  means  that  it  is  not  really  of  the  Value  it 
professes  to  be.  Alteration  in  Value  of  a  commodity  is  always 
used  in  reference  to  some  other  commodity  with  which  it  is  com- 
pared ;  DepredcUion,  in  reference  to  itself.  Thus,  if  at  any  given 
time  an  ounce  of  gold  will  exchange  for  fifteen  ounces  of  silver, 
and  owing  to  any  great  and  sudden  increase  of  the  quantity  of 
silver,  while  the  quantity  of  gold  remains  the  same,  one  ounce  of 
gold  becomes  able  to  purchase  twenty  ounces  of  silver,  then  silver 
is  said  to  have  sustained  a  Diminution  of  Value  with  respect  to 
gold ;  or  if,  while  silver  remained  the  same,  gold  became  very 
Karoe,  so  that  one  ounce  of  gold  would  purchase  twenty  ounces  of 
sQver,  then  gold  would  be  said  to  have  risen  in  Value  with  respect 
to  silver.  But  if  a  Bank  Note  which  professes  to  be  of  the  Value 
of  five  sovereigns,  will  only  purchase  four  sovereigns,  it  id  Depre^ 
eiakd;  or  if  a  guinea,  which  professes  to  contain  a  certain 
amount  of  fixed  weight  of  pure  gold,  does  not  contain  that 
amount,  it  is  Depreciated.  The  expression  Diminution  in  Value  is 
applicable  both  to  commodities  and  money ;  the  word  Depreciation 
IS  more  properly  restricted  to  Currency;  when  an  analogous 
diange  takes  place  in  commodities,  it  is  usually  csJleA  Deterioration. 

These  distinctions  are  very  necessary  to  be  observed  in  all 
diflCQSsions  regarding  the  value  of  coins  which  retain  the  same 
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name  daring  a  long  series  of  ages.  The  ponnd  of  money  in  ihe  days 
of  William  the  Gonqneror  really  meanfc  a  ponnd  weight  of  silver 
bullion ;  and  silver  was  the  only  money.  Since  then  silver  has 
greatly  increased  in  quantity,  and  other  things  are  used  as  money, 
which  have  tended  very  greatly  to  diminish  its  Value.  It  is  said, 
though  of  oourse  all  such  statements  are  extremely  difficult  to 
verify,  that  silver  has  fallen  to  a  twelfth  of  its  value  in  those  times. 
Not  only  has  the  Value  of  the  metal  greatly  diminished,  but  the 
coinage  is  greatly  deteriorated.  By  various  diminutions  effected 
by  successive  sovereigns,  the  shilling  now  is  only  the  66th  part  of 
a  pound  weight,  whereas  it  was  formerly  the  20^  part.  Hence  it 
is  said  that  a  shilling  will  only  command  the  36th  part  of  what  it 
formerly  would.  Though,  as  great  changes  have  taken  place  in 
everything  else  as  well,  it  would  be  difficult  to  prove  this. 

These  causes  affecting  the  Value  of  coins  which  retain  their 
names  through  long  periods,  may  act  in  the  same,  or  opposite, 
directions.  It  is  quite  easy  to  imagine  that  a  coin,  though  greatly 
deteriorated,  or  diminished  from  its  original  weight,  may,  in  con- 
sequence of  the  increased  value  of  the  material  of  which  it  is 
composed,  be  able  to  purchase  as  much  as  it  would  have  done 
originally.  It  is  alleged  sometimes  that  this  happened  at  Rome. 
The  first  coinage  of  Some  was  copper,  and  this  metal  was  found 
in  great  abundance  for  some  time  after  the  foundation  of  the  dty. 
The  first  measure  of  value  was  the  as,  which  was  a  pound  weight 
of  copper.  The  as  was  subsequently  reduced  to  the  twelfth  part 
of  its  weight,  and  some  writers  say,  that  in  consequence  of  the 
great  scarcity  of  the  metal,  it  had  increased  so  much  in  value, 
that  the  deteriorated  coinage  would  purchase  as  much  as  the  full 
pound  would  originally.  This  may  be  so,  or  not,  but  it  in  no  way 
affects  the  argument.    It  might  very  possibly  have  been  so. 

These  considerations  greatly  affect  the  public  in  the  matter  of 
public  debts.  The  State  agrees  at  a  particular  time  to  pay  a  fixed 
quantity  of  bullion,  either  for  ever,  or  for  a  long  period,  to  the 
public  creditors.  Now,  even  supposing  all  other  things  to  remain 
the  same,  the  value  of  the  money  may  vary  very  greatly  during 
long  periods,  either  from  the  increased  scarcity,  or  the  increased 
abundance,  of  the  metal ;  and  either  the  State  or  the  creditors 
may  be  grievously  affected  by  these  changes. 

In  recent  times,  many  able  Economists  have  expected  that  the 
value  of  gold  would  be  violently  affected  by  the  great  discoveries 
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in  California  and  Anstralia.  Some  conntries  have  taken  snch 
alann  at  this  as  to  abolish  gold  as  the  legal  measure  of  valne, 
and  some  writers  have  proposed  that  the  weight  of  the  sovereign 
should  be  increased  in  consequence.  Even  if  the  consequences 
expected  did  follow,  which  is  extremely  donbtfuly  it  is  not  very 
likely  ttiat  this  would  be  done.  However,  this  is  not  the  place 
to  discuss  this  important  question. 

It  is  manifest  fh)m  what  has  been  said  above,  that  it  is  im- 
pOBsible  that  any  single  substance  can  be  a  Standard  of  Value, 
which  many  Economists  have  endeavoured  to  discover.  A  single 
Quantity  can  no  more  be  a  Standard  of  Value  than  it  can  be  a 
Standard  of  a  Batio,  or  a  Standard  of  Distance.  But  as  the  dis- 
cussion on  the  errors  which  have  prevailed  on  this  subject  seem 
to  belong  more  properly  to  a  treatise  on  Economics  generally  than 
to  this  work,  we  must  refer  any  readers  who  wish  to  pursue  the 
question  further  to  what  we  have  said  elsewhere.^ 

On  the  Origin,  Soubce,  or  Cause  of  Value. 

5.  We  have  seen  that  there  are  three  species  of  Economic 
Quantities,  each  containing  many  varieties,  which  have  Value. 
We  have  decided  that  the  Value  of  a  Quantity  is  any  other 
Quantity  it  can  be  exchanged  for.  We  now  come  to  the  second 
branch  of  our  inquiry — ^What  is  the  Cause,  or  Soubce,  of 
Value,  and  whence  does  it  originate  ? 

Now  when  we  are  to  search  for  the  Cause,  or  Source,  of  Value, 
it  may  be  as  well  to  understand  what  it  is  we  are  searching  for. 
There  is  a  very  great  number  of  things  of  several  different 
natures  which  all  have  Value :  we  must  therefore  manifestly 
search  for  some  single  Cause  which  is  common  to  them  all,  and 
ascertain  what  that  Single  cause  is,  by  genuine  Induction. — "  But 
the  induction  which  is  to  be  available  for  the  discovery  and 
demonstration  of  science  and  arts  must  analyse  nature  by  proper 
rejections  and  exclusions,  and  then  after  a  sufficient  number  of 
negatives  come  to  a  conclusion  on  the  affirmative  instances."  < — 
**  Now  what  the  sciences  stand  in  need  of  is  a  form  of  induction 
which  shall  analyse  experience,  and  take  it  to  pieces,  and  by  a  due 
process  of  exclusion  and  rejection  lead  to  an  inevitable  conclusion.'*' 

^  FrincipUt  of  Economical  Pkilotqphy,  ck,  5,  (  i. 
'  Xov.  Org,,  Book  /.,  Aj/h.  lOo.  >  DUtnbutio  Opens, 
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Now  the  first  step  in  this  process  of  indnction  is  to  make  a 
complete  collection  of  all  the  difiPerent  kinds  of  quantities,  of 
whatever  nature  they  may  be,  which  have  Value.  "  For  whoso- 
ever is  acquainted  with  Formsy  embraces  the  unity  of  nature  in 
substances  the  most  unlike.  From  the  discovery  of  Forms,  there- 
fore, results  truth  in  Theory  and  freedom  in  Practice."^ 

So  Bacon  earnestly  inculcates  as  the  foundation  of  all  true 
science  a  careful  collection  of  all  kinds  of  instances  in  which 
the  given  nature  is  found* — "The  investigation  of  forms  pro- 
ceeds thus :  a  nature  being  given,  we  must  first  of  all  have  a 
muster,  or  presentation,  before  the  understanding  of  all  known 
instances  which  agree  in  the  same  nature,  (hough  in  mhatances 
the  most  unlike.  And  such  collection  must  be  made  in  the 
manner  of  a  history,  without  premature  speculation."  Bacon 
then  exemplifies  his  method  by  an  investigation  into  the  Form 
of  Heat :  and  he  gives  tables  of  the  divers  instances  agreeing 
in  the  Nature  of  Heat :  also  where  it  is  absent :  and  where  it 
appears  in  different  degrees. 

*'The  work^  and  office  of  these  three  tables  I  call  the  Presen- 
tation of  Instances  to  the  Understanding,  which  presentation 
having  been  made.  Induction  itself  must  be  set  to  work  ;  for  the 
problem  is  upon  a  review  of  the  instances,  all  and  each,  to  find 
such  a  nature  as  is  always  present,  or  absent  with  the  given 
nature,  and  always  increases  or  decreases  with  it,  and  which  is, 
as  I  have  said,  a  particular  case  of  a  more  general  nature." — 
*'We  must  make^  therefore  a  complete  solution  and  separation 
of  nature,  not  indeed  by  fire,  but  by  the  mind,  which  is  a  kind  of 
divine  fire.  The  first  work  therefore  of  true  induction  (as  far  as 
regards  the  discovery  of  Forms)  is  the  rejection  or  exclusion  of 
the  several  natures  which  are  not  found  in  some  instances  when 
the  given  nature  is  present,  or  are  found  in  some  instances  where 
the  given  nature  is  absent,  or  are  found  to  increase  in  some 
instances  where  the  given  nature  decreases,  or  to  decrease  when 
the  given  nature  increases.  Then  indeed  after  the  rejection  and 
exclusion  has  been  duly  made,  there  will  remain  at  the  bottom,  all 
light  opinions  vanishing  into  smoke,  a  Form  affirmative,  solid  and 
true,  and  well  defined." 

An  indispensible  part  of  Induction  is  the  rejection  of  erro- 

»  Nov,  Org.,  Book  II.,  Aph.  3.  «  Nov.  Org.,  Book  II.,  Aph.  11. 

»  Nov.  Org.,  Bool  II.,  Afih.  15.  *  Nov.  Org.,  Booh  II.,  Aph.  16. 
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neons  Fonns — ^^'I  mnst  now  give  an  example  ^  of  the  Excluflion 
or  Rejection  of  natores  which  by  the  Tables  of  Presentation 
are  fonnd  not  to  belong  to  the  Form  [of  Heat]  ;  observing  in 
Uie  meantime  not  only  each  table  suffices  for  the  rejection  of  any 
nature ;  but  even  any  one  of  the  particular  instances  contained 
in  any  of  the  tables.  For  it  is  manifest  from  what  has  been  said 
that  any  one  contradictory  instance  overthrows  a  conjecture  as 
to  tlie  Form  " — *^  In  the  process  of  Exclusion  are  laid  the  foun- 
dations of  true  induction,  which  however  is  not  completed  till 
it  arriyes  at  an  affirmative.  Nor  is  the  exclusive  part  itself  at 
an  oompletCy  nor  indeed  can  it  possibly  be  so  at  first.  For  ex- 
dnsion  is  evidently  the  rejection  of  simple  natures ;  and  if  we 
do  not  yet  possess  sound  and  true  notions  of  simple  natures,  how 
can  the  process  of  exclusion  be  made  accurate  ?" 

6.  Bacon  has  exemplified  his  process  of  Induction  by  investi- 
gating the  Form  of  Heat.  Our  present  task  is  to  investigate  the 
FoBX  OP  Value. 

We  must  begin,  following  the  example  of  the  mighty  Master^ 
by  making  a  complete  collection  of  instances  of  Value.  We 
have  already  seen  that  there  are  three  difiPerent  species  of  Quan- 
tities, each  of  them  containing  many  varieties,  all  having  Value. 
We  mnst  now  enumerate  all  the  different  kinds  of  Quantities 
which  have  Value. 
There  are — 

I.  CoRPOEEAL,  OB  MATERIAL,  Propeety. — Under  this  spe- 
cies are  comprised  the  following  different  varieties — 
Land :  Trees :  Cattle :  Flocks  and  herds  of  all  sorts : 
Com  and  other  fruits  of  the  earth  of  all  sorts :  Houses : 
Furniture  :  Clothes  :  Money  :  Fish  :  Minerals,  such  ad 
Coal,  Iron,  Copper,  Marble,  &c. :  Precious  stones,  such 
as  Diamonds,  Rubies,  Emeralds,  &c, :  Pearls :  Manu- 
factured articles  of  all  sorts,  as  Watches,  &c 
II.  IMMATEEL/Oi  Peopeety. — Under  this  species  is  com- 
prised Labour  of  all  sorts — agricultural :  artisans' : 
professional :  scientific :  literary,  &c. 
III.  Ikoorpoeeal  Peopeety. — Under  this  species  are  com- 
prised the  following  varieties: — Credit  and  Debts  of 
all  sorts :   the  Public  Funds  :    Copyrights :    Patents : 

»  Xov.  Org.,  Booh  //.,  AfA.  18. 
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Shares  in  Commercial  Companies:   the  Goodwill  of  a 
business :  the  Practice  of  a  Profession :  Tolls :  Ferries : 
Ground  Bents  :  and  Annuities  of  all  sorts. 
We  have  now  to  investigate  the  Form  of  Value  of  all  these 
different  Quantities.    We  must  first  of  all^  by  a  due  and  systema- 
tic course  of  rejections  and  exclusions^  eliminate  all  intinisive  and 
accidental  ideas  which  may  sometimes  accompany  Value  ;  and 
after  completing  this  process  of  exclusion,  we  must  end  by  an 
AfBrmative,  and  discover  that  Single  General  Cause  which  is 
common  to  all  these  difiPerent  Quantities ;  which  being  present. 
Value  is  present ;  which  when  it  increases.  Value  increases : 
which  when  it  decreases,  Value    decreases :  and  whicii  being 
absent,  Value  is  absent. 

7.  In  modem  times  when  men  began  to  speculate  on  this 
subject,  the  first  and  most  popular  doctrine  was  that  Laboub  is 
the  Cause  of  Value. 

Thus  Locke,  after  shewing  that  the  foundation  of  the  right  of 
appropriating  portions  of  the  earth  and  its  products  by  private 
persons  originated  in  the  labour  they  bestowed  on  them,  says' 
— "Nor  is  it  so  strange  as  perhaps  before  consideration  it  might 
appear,  that  the  Property  of  Labour  should  be  able  to  over- 
balance the  community  of  land :  for  it  is  labour  indeed  that  put 
the  difference  of  value  on  everything ;  and  let  any  one  consider 
what  the  difference  is  between  an  acre  of  land  planted  with 
tobacco  or  sugar,  sown  with  wheat  or  barley,  and  an  acre  of  the 
same  land  lying  in  common  without  any  husbandry  upon  it,  and 
he  will  find  that  the  improvement  of  labour  makes  the  far  greater 
part  of  the  value.  I  think  it  will  be  but  a  very  modest  compu- 
tation to  say,  that  of  the  products  of  the  earth  useful  to  the  life 
of  man,  nine-tenths  are  the  effects  of  labour ;  nay,  if  we  will 
rightly  estimate  things  as  they  come  to  our  use,  and  cast  up  the 
several  expenses  about  them,  what  in  them  is  purely  owing  to 
nature,  and  what  to  labour,  we  shall  find  that  in  most  of  them 
ninety-nine  hundredths  are  wholly  to  be  put  on  the  account  of 
labour. 

"  There  cannot  be  a  clearer  demonstration  of  anything,  than 
several  nations  of  the  Americans  are  of  this,  who  are  rich  in 
lancl,  and  poor  in  all  the  comforts  of  life ;  whom  nature  having 

1  Etsay  on  Civil  Oovemment, 
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fnmisbed  m  libenDT  m  war  odter  people,  with  the  mterals  of 
pkntT,  I.  #^  m  finkfal  soil,  ape  to  produce  in  abondanoe  what 
might  senre  for  food,  niment,  and  d^gfat :  jeC  for  want  at 
improTing  it  bj  kboor,  hare  not  one  hnndredth  part  of  the 
conTenienoed  we  enjoy ;  and  a  king  c^  a  large  and  fniitfiil  ter- 
ritory there  foeds,  kx^ges,  and  is  dad  worse  than  a  day  laboorer 
in  England. 

**  To  make  this  a  little  clearer,  let  ns  hnt  trace  some  of  the 
ordinary  provisions  of  life  throngh  their  several  progresses, 
before  they  come  to  oar  use,  and  see  how  much  of  their  xahie 
they  receive  from  homan  industry.  Bread,  wine,  and  doth,  are 
things  of  daily  use,  and  great  plenty ;  yet»  notwithstanding, 
aooms,  water,  and  leaves,  or  skins,  must  be  onr  bread,  drink,  and 
clothing,  did  not  labour  famish  os  with  these  more  osefol  com- 
modities ;  for  whatever  bread  is  more  than  acorns,  wine  than 
water,  and  cloth  or  silk  than  leaves,  skins,  or  moss,  that  is  whoUy 
owing  to  labour  and  industry ;  the  one  of  these  being  the  food  and 
raiment  which  unassisted  nature  furnishes  us  with  ;  the  other, 
provisions  which  our  industry  and  pains  prepares  for  us  ;  which, 
how  much  thev  exceed  the  other  in  value,  when  anv  one  hath 
computed,  he  wiU  then  see  how  much  labour  makes  the  far  greater 
part  of  the  value  of  things  we  enjoy  in  this  world  ;  and  the  ground 
which  produces  the  materials  is  scarce  to  be  reckoned  in,  as  any  or 
at  most,  but  a  very  small  part  of  it ;  so  little  that  even  amongst 
OS,  land  that  is  left  wholly  to  nature,  that  hath  no  improvement  of 
pasturage,  tillage,  or  planting,  is  called,  as  indeed  it  is,  waste ; 
and  we  shall  find  the  benefit  of  it  amount  to  little  more  than 
nothing. 

"  An  acre  of  land  that  bears  here  twenty  bushels  of  wheat,  and 
another  in  America  which,  with  the  same  husbandry,  would  do  the 
Hke,  are  without  doubt  of  the  same  natural  intrinsic  value ;  but 
yet  the  benefit  mankind  receives  from  the  one  in  a  year  is  worth 
£5,  and  from  the  other  possibly  not  worth  a  penny,  if  all  the 
profit  an  Indian  received  from  it  were  to  be  valued,  and  sold  here : 
at  least  I  may  truly  say  not  one  thousandth.  It  is  labour,  then, 
which  puts  the  greatest  part  of  the  value  upon  land,  without 
which  it  would  scarcely  be  worth  anything :  it  is  to  that  we  owe 
the  greatest  part  of  all  its  useful  products  ;  for  all  that  the  straw, 
bran,  bread,  of  that  acre  of  wheat  is  more  worth  than  the  product 
of  aa  good  land  which  lies  waste,  is  all  the  effect  of  labour  ;  for  it 
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is  not  barely  the  plonghman's  pains^  the  reaper's  and  the  thresher's 
toils,  and  the  baker's  sweat,  is  to  be  counted  into  the  bread  we 
eat :  the  labonr  of  those  who  broke  the  oxen,  who  digged  and 
wrought  the  iron  and  stones,  who  felled  and  framed  the  timber 
employed  about  the  pk>ugh,  mill,  oven,  or  any  other  utensils, 
which  are  a  vast  number,  requisite  to  this  com,  from  its  being  seed 
to  be  sewn  to  its  being  made  bread,  must  all  be  charged  on  the 
account  of  labour,  and  received  as  an  efiPect  of  that :  nature  and 
the  earth  furnished  only  the  almost  worthless  materials  as  in 
themselves.  It  would  be  a  strange  catalogue  of  things  that 
industry  provided  and  made  use  of  about  every  loaf  of  bread 
before  it  came  into  our  use,  if  we  could  trace  them :  iron,  wood, 
leather,  bark,  timber,  stone,  bricks,  coals,  lime,  cloth,  dyeing, 
drugs,  pitch,  tar,  masts,  ropes,  and  all  the  materials  made  use  of 
in  the  ship  that  brought  any  of  the  commodities  used  by  any  of 
the  workmen  to  any  part  of  the  work  :  all  which  it  would  be 
almost  impossible,  at  least  too  long,  to  reckon  up." 

We  have  given  this  passage  at  length  because  it  is  probably  the 
most  elaborate  Economical  analysis  of  price  of  its  time  :  and  the 
essay  it  is  taken  from  is  not  the  best  known  of  Locke's  works. 
The  doctrine  that  all  Wealth  is  the  "produce  of  Land  and 
Labour"  became  very  common  among  the  early  tliinkers  of 
Economics.  Smith  constantly  repeats  this  phrase,  although  we 
have  shewn  elsewhere  ^  his  inconsistencies  on  the  subject. 

Ricardo  perceiving  the  inconsistency  of  Smith's  fundamental 
doctrines  of  Value,  finally  rejected  exchangeability  as  the  test  of 
Value,  and  adopted  Labour  as  the  Cause,  or  Form,  of  Value — 
**  In  speaking,^  however,  of  labour  as  being  the  foundation  of  all 
value."  He  also  says  that  if  a  commodity  were  always  produced 
by  exactly  the  same  quantity  of  Labour,  it  would  be  invariable  in 
Value. 

McCulloch  also  maintained  that  Labour  is  the  cause  of  all 
Value ^ — "Nature  is  not  niggard  nor  parsimonious.  Her  rude 
products,  powers,  and  capacities  are  all  oflPered  gratuitously  to  man. 
She  neither  demands  nor  receives  an  equivalent  for  her  favours. 
An  object  which  may  be  appropriated,  or  adapted,  to  our  use 
without  any  voluntary  labour  on  our  part  may  be  of  the  highest 
utility,  but  as  it  is  the  free  gift  of  nature,  it  is  quite  impossible  it 

>  PHndpUs  of  Economical  Philo$ophyt  ck.  4,  (  3. 
'  PrincipUa  of  FlMtical  Econony^  ch,  1,  pp.  1,  2. 
'  Introduction  to  Wealth  of  Nationa^  p.  32. 
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tan  have  the  emallesi  value.'*  Also — *'  In  its  natnral  state  *  matter 
18  Teiy  rarely  possessed  of  any  immediate  or  direct  utility,  and  is 
always  destitute  of  value.  It  is  only  through  the  labour  expended 
on  its  appropriation,  and  in  fitting  and  preparing  it  for  being 
used,  that  matter  requires  exchangeable  value,  and  becomes 
wealtli.'' 

Mr.  Carey,  the  well  known  American  Economist,  has  also 
adopted  the  doctrine  that  Labour  is  the  Cause  of  all  Value,  to  its 
fdllest  extent.  He  says^ — It  may  be  said  that  Labour  is  not 
inivariahly  a  Cause  of  Value  "  and  he  quotes  Senior,  who  says — 
**  The  &ct  that  that  circumstance  (labour)  is  not  essential  to  value, 
will  be  demonstrated  if  we  can  suppose  a  case  in  which  value  could 
exist  without  it.  If,  while  carelessly  lounging  along  the  seashore, 
I  were  to  pick  up  a  pearl  would  it  have  no  value  ?  Mr.  McCuUoch 
would  answer  that  the  value  of  the  pearl  was  the  result  of  my 
appropriative  industry  in  stooping  to  pick  it  up."  To  this  Mr. 
Carey  answers — "  Pearls  may  be  found  by  those  who  do  not  seek 
them,  and  meteoric  iron  may  be  a  gift  to  those  who  little  anticipate 
its  reception,  while  others  may  seek  for  pearls,  or  dig  for  iron, 
without  profitable  results.  These  are  accidents  which  do  not  in 
the  slightest  degree,  militate  against  the  assertion  that  all  value  is 
the  result  of  labour.  Nine  hundred  and  ninety-nine  out  of  every 
one  thousand  parts  of  those  annually  created  are  so,  and  this 
exceptions  are  too  slight  to  be  deserving  of  consideration.  They 
are  just  sufl&ciently  numerous  to  prove  the  rule  ! ! " 

In  Chap.  9,  Mr.  Carey  gives  the  results  of  his  investigations, 
the  first  two  of  which  are  (1).  That  all  value  is  Exchangeable. 
(2).  That  Labour  is  the  sole  Cause  of  Value. 

We  need  not  quote  fi-om  any  more  writers,  as  we  think  that  it  is 
well  known  that  it  is  a  very  wide  spread  doctrine  among  Econo- 
mical writers  that  Labour  is  the  sole  Cause  of  Value,  and  is 
essential  to  Wealth. 

We  have  now  to  apply  the  principles  of  the  Baconian  Induction, 
to  investigate  the  doctrine  that  Labour  is  the  Form,  or  Cause,  or 
Source,  of  Value. 

8.  Now  we  may  lay  down  this  Lenmia : — That  if  Labour  be 
the  sole  Cause  of  Value,  then  whatsoever  thing  Labour  has  heen 
bestowed  upon  must  have  Value, 

*  Introduction  to  Wealth  qf  Xation*^  p.  43. 
•  FrineipU*  of  Political  Economy ^  ch.  I. 
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For  if  there  be  two  things  produced  with  the  same  amount  of 
Labour,  and  the  one  has  Value  and  the  other  not ;  then  there 
must  be  some  other  cause  of  Value  besides  Labour,  which  is 
contrary  to  the  hypothesis. 

We  will  now  examine  some  of  the  necessary  consequences  of 
the  doctrine  that  Labour  is  the  Cause  of  all  Value : — 

I.  All  Variations  in  Value  must  he  due  to  Variations  in 
Labour, 

This  doctrine,  however,  is  contrary  to  all  experience  :  because 
there  are  many  material  things  which  have  Value,  upon  which  no 
Labour  was  ever  bestowed,  as  for  example  : — 

1.  The  space  of  ground  upon  which  a  city  stands  is  in  no  way 
the  result  of  Labour.      Land  in  the  heart  of  London  has  often 

•  \^  been  sold  at  a  rate  exceeding  £1,000,000  an  acre,  perfectly 

•  **.  exclusive  of  any  buildings  upon  it.      When  was  any  Labour  ever 

bestowed  upon  it  ?  Again,  as  we  recede  from  the  centre,  the 
Value  of  Land  rapidly  diminishes.  At  Charing  Cross  it  may  be 
worth  £100,000  an  acre  ;  by  the  time  we  reach  Kensington,  it  has 
fiJlen  to  £10,000  an  acre.  Moreover  land  in  the  same  locality  is 
of  very  different  values.  A  frontage  in  a  main  thoroughfare  like 
Regent  Street,  Fleet  Street,  Cheapside,  or  Cornhill,  is  of  far  more 
Value  than  an  equal  space  of  ground  in  a  back  street. 

Again,  as  the  tide  of  fadiion,  population,  and  wealth  sets 
towards  a  locality,  the  ground  in  it  rises  rapidly  in  Value  ; 
whereas  when  a  neighbourhood  is  deserted  by  fashion  and  wealth, 
the  ground  rapidly  diminishes  in  Value. 

Now,  how  can  these  Variations  in  Value  be  due  to  different 
quantities  of  Labour,  when,  as  we  have  seen,  these  spaces  of 
ground  are  not  in  any  way  whatever  the  result  of  Labour  at  all  ? 

The  space  of  ground  in  the  centre  of  London,  Paris,  Berlin, 
Vienna,  &c.,  has  enormous  Value.  There  are  places  now  desolate 
and  lonely  which  were  once  the  sites  of  great  cities.  When  the 
chariots  and  the  horsemen  were  pouring  forth  in  countless 
multitudes  from  the  hundred-gated  Thebes,  we  may  affirm  that 
the  ground  in  the  city  must  have  had  very  great  Value.  So  with 
Memphis,  Nineveh,  Babylon  and  innumerable  others.  Where  is 
their  Value  now  ?  Yet  the  ground  remains  exactly  as  it  was. 
When  the  future  Belzoni  or  Layard  comes  from  New  Zealand  to 
sketch  the  ruins  of  St.  Paul's  from  a  broken  arch  of  London 
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Bridge,  will  ground  near  the  site  of  what  was  once  the  Royal 
Exchange  sell  for  £70  the  square  yard  ? 

When  a  fair  is  held  in  a  country  town,  persons  pay  a  good  rent 
for  leave  to  erect  booths  and  tents  upon  the  Common.  At  other 
times  they  would  not  pay  anything  ;  therefore  the  space  of  ground 
has  Value  at  one  time,  and  not  at  another.  How  is  the  Value  of 
Uiat  space  due  to  Labour  ? 

2.  The  doctrine  that  no  natural  product  has  Value  unless 
Labour  has  been  bestowed  upon  it,  is  contrary  to  all  experience. 
The  proprietor  of  a  coal  mine,  or  a  stone  quarry,  demands  and 
receives  a  price  for  the  coal,  or  the  marble,  or  the  building  stone 
as  it  exists  in  the  mine,  or  the  quarry,  before  a  human  being  haa 
touched  it.  Does  any  one  suppose  that  the  proprietor  of  a  coal 
mine  would  let  any  one  take  away  the  coals  for  nothing  ?  Does 
any  one  suppose  that  the  proprietors  of  the  marble  quarries  of 
Carrara  allow  any  one  to  hew  out  the  marble  for  nothing  ?  If  a  .  t,} 
person  finds  a  diamond  or  a  lump  of  gold  by  chance,  will  it  sell 
for  nothing,  before  it  is  picked  up  ?  Is  it,  as  McCulloch  says,  the 
Labour  of  picking  it  up  that  gives  Value  to  the  diamond  or  the 
gold? 

Take  also  the  case  of  timber  trees.  In  the  Midland  counties  of 
Eogland  there  are  many  oak  trees  which  would  sell  for  £60  or 
£100,  as  they  stand  on  the  ground.  They  were  perhaps  self- 
sown.  No  human  being,  perhaps,  every  bestowed  so  much  Labour 
upon  them  as  to  plant  the  acorn  from  which  they  grew.  It  ia 
said  that  in  1813  an  oak  was  cut  down  at  Galenas,  in  Monmouth- 
shire, whose  bark  was  sold  for  £200,  and  its  timber  for  £670. 
How  is  the  Value  of  such  an  oak  tree  due  to  Labour  ?  Near 
these  oak  trees  there  may  perhaps  be  growing  other  trees,  beeches, 
elms,  ashes,  of  the  same  size  ;  but  they  will  sell  for  very  different 
prices  to  the  oaks.  Are  these  Variations  in  Value  due  to  different 
quantities  of  Labour  ? 

Next  take  the  case  of  cattle,  herds,  and  flocks  of  all  sorts* 
These  increase  and  multiply  of  themselves,  by  the  agency  of 
nature.     How  is  their  Value  the  result  of  human  Labour  ? 

Hence  we  see  that  there  are  abundance  of  material  things 
which  have  Value,  upon  which  no  Labour  was  ever  bestowed, 
and  consequently  their  Value  cannot  be  the  result  of  Labour. 

In  the  Island  of  Unst,  the  most  northemly  of  the  Shetlands, 
there  is  a  quany  of  chromate  of  iron  which  was  discovered  about 
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twenty  years  ago  (1825).  The  quarry  is  of  great  depth,  the  ore 
lying  imbedded  apparently  in  abundance,  in  yeins  through  the 
the  rock  of  which  the  hill  is  composed.  The  working  of  this 
mine  gives  employment  to  oyer  fifty  men  and  boys  each  summer, 
and  many  hundreds  of  tons  of  the  metal  are  annually  exported. 
It  is  used  chiefly  as  a  pigment,  producing  a  fine  bright  yellow 
paint :  and  as  none  is  elsewhere  found  in  Britain,  it  is  the  source 
of  considerable  revenue  to  the  proprietors."^ 

Now  if  the  whole  Value  of  this  chromate  of  iron  was  due  to 
the  Labour  of  the  miners,  that  is  if  it  sold  for  no  more  than  their 
wages,  how  could  the  proprietors  realise  any  revenue  from  it  ? 
Hence  it  is  quite  clear  that  the  proprietors  were  enabled  to  ask  a 
price  for  it  over  and  above  the  Labour  expended  upon  it ;  and 
this  Value  cannot  be  due  to  Labour. 

Some  little  time  since  a  large  whale  was  stranded  in  the  Frith 
of  the  Forth-  It  sold  as  it  lay  on  the  beach  for  £70.  Now  it 
was  the  free  gift  of  nature,  no  human  being  touched  it.  How 
then  could  its  Value  be  due  to  Labour  ? 

We  read  in  an  interesting  work  by  Mr.  Buckland* — "When 
examining  the  cast-off  skins  at  the  Zoological  Gardens  we  ob- 
served some  white-looking  substance  in  a  box.  This  is  the  dejecta 
of  the  snakes.  It  is  a  perfectly  white  substance,  looking  very 
like  plaster  of  Paris,  and  is  composed  of  nearly  pure  uric  acid. 
It  is  bought  by  a  doctor  (I  imagine  a  chemist)  for  the  high  price 
of  nine  shillings  a-pound."  Now  were  the  excreta  of  the  snakes 
the  product  of  Human  Labour  ? 

11.  If  Labour  he  the  sole  Cause  of  Valu£,  tJmi  all  things 
produced  by  tlw  same  amount  of  Labour  must  be  of  equal 
Value, 

But  this  doctrine  is  contrary  to  all  experience.  For  if  it  were 
true,  a  diamond  and  the  rubbish  it  is  found  in,  must  be  of  the 
same  Value  !  So  a  pearl  and  its  shell  should  be  of  equal  Value. 
If  a  sportsman  were  to  shoot  a  pheasant  with  one  barrel,  and  a 
crow  with  the  other,  they  ought  to  have  the  same  Value.  If  a 
fisherman  were  to  catch  a  salmon  and  a  dogfish  with  the  equal 
quantities  of  Labour,  would  they  have  the  same  Value  ?  and 
similar  cases  might  be  multiplied  to  any  extent.    Now  here  are 

1  CkanfJber't  MiseeUany.    Tract  No.  75.    A   Vitit  to  Shetland. 
^  Curioeitiet  of  Natural  Biatory^  p^  161. 
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different  products  obtained  bj  exactly  the  same  amount  of 
Labour,  and  of  yeiy  manifestly  different  Values.  Hence  it  is 
clear  that  Labour  cannot  be  the  sole  Cause  of  Value. 

m.    If  Labour  be  the  Cause  of  Value,  fk»   Value  must  be 

proportional  to  the  Labour. 

But  this  doctrine  is  also  contrary  to  the  most  manifest  ex- 
perience. Suppose  that  by  good  luck  a  gold  digger  finds  a 
nugget  of  gold  lying  on  the  surface  of  the  ground  ;  another 
digger  works  perhaps  for  many  months,  and  finds  one  exactly 
similar.  Then,  according  to  this  doctrine,  the  latter  nugget 
ought  to  be  immensely  more  valuable  than  the  other.  Or  sup- 
pose that  some  gold  were  brought  from  some  diggings  near  the 
market,  and  that  an  exactly  equal  amount  were  obtained  by 
enormous  Labour  among  mountains  many  hundreds  of  nules  off.  , 
The  latter  is,  of  course,  produced, «.  «.,  placed  in  the  market,  at 
an  enormously  greater  amount  of  Labour  and  cost  than  the  other. 
But  would  it  be  more  valuable  ?  The  least  experience  shews 
that  it  would  not  be  so,  but  that  things  of  exactly  the  same 
quality  would  be  of  exactly  the  same  Value  at  the  same  time  in 
the  same  market. 

IV. — Again,  if  Labour  be  the  Sole  Cause  of  Value,  a  thmg  otue 
produced  by  Labour  must  always  have  Value,  atid  the  same  Value. 

But  this  is  notoriously  contrary  to  experience ;  because  it  is 
notorious  that  a  thing  may  have  Value  in  one  place  and  not  in 
another  ;  and  at  one  time  and  not  at  another ;  as  the  author  of 
the  Eryxias  very  clearly  shewed. 

Take  a  bag  of  sovereigns  among  the  Papuans ;  where  would 
their  Value  be  ?  Genovesi  quotes  from  an  account  of  the  Jesuits, 
how  they  brought  provisions  from  the  savages  of  Polavra,^  and 
they  wished  to  pay  them  with  money  :  the  barbarians  laughed  at 
(^em.  They  also  held  manufactares  in  no  account.  The  thing 
which  was  most  prized  by  them,  and  therefore  the  only  one  valued, 
was  iron,  which  was  useful  for  all  their  purposes  of  life.  A 
Professor  of  Greek  and  Latin,  or  Mathematics,  may  find  his 
acquirements  of  great  Value  to  him  in  the  Universities,  but  of 
what  Value  would  they  be  to  him  in  the  Hebrides?  A  great 
lawyer  finds  his  knowledge  and  abiUties  of  great  Value  to  him, 

'  Lexioni  di  Economia  CiviUy  Part  //.,  c.  1,  §  7. 
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in  London,  but  of  what  Value  would  they  be  to  him  in  Timbuctoo  ? 
Nay,  suppose  a  man  labours  very  hard  in  London  to  acquire  a 
profession  such  as  Law ;  and  no  one  employs  him,  where  is  the 
Value  of  his  Labour  ?  If  a  man  had  all  the  medical  knowledge 
in  the  world,  from  Hippocrates  and  Galen  to  Copland,  and  no  one 
was  ill,  what  Value  would  it  be  of  to  him  ? 

In  fact,  to  say  that  Labour  is  the  Gau9e  of  Value,  is  to  say  that 
an  isolated  thing  can  have  Value  :  whereas  almost  every  Economist 
has  acknowledged  that  Value  is  relatiye,  and  can  only  occur  in 
society.  Now  if  a  man  labours  ever  so  hard,  if  nobody  requires 
his  products,  they  have  no  Value,  and  he  is  no  better  off  in  the 
midst  of  London,  than  if  he  were  in  the  midst  of  the  Sahara. 

Moreover,  if  Labour  be  the  sole  cause  of  Value,  then  if  a  thing 
be  once  produced  by  means  of  any  quantity  of  Labour,  its  Value 
could  never  vary  ;  which  is  Ricardo's  express  doctrine.  But  this 
is  contrary  to  all  experience.  For  things  after  they  have  been 
produced,  and  all  Labour  is  ended  upon  them,  constantly  vary  from 
hour  to  hour,  from  day  to  day,  and  from  year  to  year.  Thus 
pictures  by  some  masters  constantly  rise  in  Value  ;  and  pictures 
by  others  frequently  diminish  in  Value,  long  after  the  masters  who 
painted  them  are  dead  and  gone.  Now  how  could  this  be,  if 
Labour  be  the  Cause  of  Value  ? 

Nothing  can  shew  more  clearly  that  Labour  is  not  the  Cause  of 
Value  than  the  extravagant  lengths  to  which  Ricardo  has  pushed 
the  theory,  which  however  is  only  the  consistent  logical  result  of 
his  doctrine.  He  says^ — "The  labour  of  a  million  of  men  in 
manufactures  will  always  produce  the  same  Value."  It  is  obvious 
that  unless  the  manufactures  sell  for  something  they  have  no  Value 
at  all.  And  it  is  contrary  to  common  sense  to  say  that  whether 
the  manufactures  sell  for  £100  or  £10,000  they  have  exactly  the 
same  Value. 

In  the  reign  of  George  III.,  there  was  a  very  widespread 
fashion  to  wear  steel  shoe  buckles :  this  manufacture  employed  a 
very  large  number  of  persons.  All  of  a  sudden  these  buckles 
went  out  of  fashion  ;  the  demand  for  them  totally  ceased  ;  and 
the  people  employed  in  making  them  were  thro;vn  into  the 
greatest  distress.  But  according  to  Ricardo,  the  labour  of  the 
men  who  made  the  buckles  was  exactly  of  the  same  Value  when 
there  was  a  very  large  Demand  for  them,  and  when  there  was  no 

)  Principle*  of  Tdiitical  Ecojwmyi  eh,  20. 
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Demand  for  them  at  all !  Not  very  long  ago  the  feshion  of  ladies 
wearing  straw  bonnets  went  ont,  and  the  mannfactnrers  of  them 
at  Lnton,  Donstable,  <S:c.,  were  thrown  into  great  distress.  Bnt 
aooordiug  to  Ricardo  their  Labour  was  of  the  same  Yalae  when 
tiiere  was  a  demand  for  straw  bonnets,  and  when  there  was 
none! 

At  the  end  of  the  same  chapter  Ricardo  propoonds  doctrines, 
more  contrary  still,  if  possible,  to  universal  experience  and 
common  sense,  though  the  necessary  logical  consequence  of  his 
doctrine.  He  says — **  In  contradiction  to  the  opinion  of  Adam 
Smith,  M.  Say  in  the  fourth  chapter  speaks  of  the  value  which  is 
given  to  conmiodities  by  natural  agents,  such  as  the  sun,  the  air, 
the  pressure  of  the  atmosphere,  <S:c.,  which  are  sometimes  substi- 
tnted  for  the  labour  of  man,  and  sometimes  concur  with  him  in 
prodncing.  But  these  natural  agents,  though  they  add  greatly  to 
value  in  use,  never  add  exchangeable  value  to  a  conmiodity  ! 
And  they  (natural  agents)  are  serviceable  to  us  by  increasing  the 
abundance  of  productions,  by  making  men  richer,  by  adding  to 
value  in  use  ;  but  as  they  perform  their  work  gratuitously,  as 
nothing  is  paid  for  the  use  of  the  air,  of  heat,  and  of  water,  the 
assistance  which  they  afford  us  adds  nothing  to  Value  in 
Exchange  I !  " 

Now  when  reasoning  logically  from  certain  premises  leads  to 
results  which  are  notoriously  false,  and  contrary  to  experience  and 
fiwjt,  it  is  perfectly  certain  that  those  premises  must  be  erroneous. 
Nothing  more  is  required  than  the  grotesque  absurdity  of  the 
consequences  which  Ricardo  arrives  at,  which  are  the  logical  results 
of  the  doctrine  that  Labour  is  the  sole  cause  of  Value,  to  shew  the 
ntter  fallacy  of  the  doctrine. 

If  a  man  plants  an  acorn,  the  frill  grown  oak  tree,  aocording  to 
Ricardo,  ought  to  be  of  no  more  Value  than  the  acorn  ;  because 
human  Labour  ends  with  the  planting  of  the  acorn,  the  rest  is  the 
agency  of  nature. 

According  to  this  doctrine,  cattle  and  fowls  ought  to  have  no 
Value  at  all,  because  no  human  labour  ever  made  an  animal  or 
ever  laid  an  e%g. 

According  to  Ricardo's  doctrine,  the  Value  of  the  harvest  reaped 
should  be  no  greater  than  the  cost  of  the  seed  com  and  the 
ploughing  and  labouring  the  land  ;  because  there  human  Labour 
ends  :  the  rest  is  the  agency  of  nature. 
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According  to  Ricardo's  doctrine,  the  fertilising  showers  in  spring 
nourishing  and  expanding  the  young  crops  add  nothing  to  the 
Value  of  the  harvest :  therefore,  also  by  the  same  doctrine,  the 
want  of  a  due  amount  of  showers,  or  an  absolute  drought,  would 
not  detract  &om  its  Value. 

Every  one  of  common  sense  knows  that  the  bright  and  hot 
weather  at  the  end  of  July  or  the  beginning  of  August,  adds 
hundreds  of  thousands  of  pounds  every  day  to  the  Value  of  the 
crops ;  according  to  Ricardo,  the  bright  sun  adds  nothing  to  the 
Value  of  the  com. 

We  might  shew  the  absurd  consequences  of  this  doctrine  at 
much  greater  length,  but  every  reader  who  reflects  upon  the 
broad  statement  of  Ricardo  that  the  agency  of  nature  adds  nothing 
to  the  Value  of  things,  must  at  once  perceive  its  gross  fallacy,  and 
also  the  complete  fallacy  of  the  dogma  that  Labour  is  the  sole 
Cause  of  Value. 

We  cannot,  however,  refrain  from  adding  one  more  instance  to 
give  this  doctrine  its  coup  de  grace.  Can  any  rational  being  doubt 
that  the  glorious  vintages  of  France,  Germany,  and  Italy,  owe 
much  of  the  qualities  which  make  them  desired,  and  so  valuable, 
to  the  bright  sun  of  these  districts  ?  Now  Adam  Smith  says  that 
wine  might  be  grown  in  Scotland  at  thirty  times  the  expense  it  is 
grown  in  France  ;  according  to  Ricardo  it  ought  to  sell  at  thirty 
times  the  price  of  French  wine. 

9.  It  is  perfectly  easy  to  perceive  the  fallacy  that  pervades  the 
eloquent  and  elaborate  analysis  of  Locke,  which  has  been  followed 
by  so  many  writers.  It  is  perfectly  true  that  Labour  has  been 
bestowed  on  the  land  ;  and  it  is  also  true  that  it  has  great  Value  ; 
but  it  is  quite  easy  to  see  that  the  Labour  is  not  the  Cause  of  the 
Value ;  for  suppose  that  the  people  of  England  were,  like  the 
PhocsBus  and  Teians  of  old,  to  emigrate  in  a  body,  where  would 
the  Value  of  the  land  be  ?  If  there  is  a  country  in  the  world 
whose  Value  might  most  plausibly  be  said  to  be  due  to  Labour, 
that  country  is  Holland.  "  By  nature  a  wide  morass,  in  which 
oozy  islands  and  savage  forests  were  interspersed  among  lagoons 
and  shallows  ;  a  district  lying  partly  below  the  level  of  the  ocean 
at  its  higher  tides,  subject  to  constant  overflow  from  the  rivers, 
and  to  frequent  and  terrible  inundations  by  the  sea  "^ — there  are 

»  Motley,    Hise  of  the  Dutch  JRcpublic. 
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probably  not  ten  square  miles  of  its  snr&oe  which  do  not  owe  thdr 
existence  as  a  habitaUe  abode  for  men  to  the  incredible  Labour 
of  its  hardy  people.  And  it  was  one  of  the  richest  sspata  on  the 
&oe  of  the  globe.  Once  when  it  seemed  that  the  lerj  last  hoar 
of  the  Repablic  had  come  ;  surrounded  and  overwhelmed  by  the 
forces  of  Louis  XIV.,  it  was  seriously  contemplated  to  collect  the 
whole  navy  of  the  Republic,  and  to  transport  the  whole  people  of 
the  State  to  their  Oriental  possessions.  Where,  then,  would  hate 
been  the  Talue  of  the  land,  if  this  desperate  resolve  had  been 
carried  into  effect  ? 

Now,  if  Labour  be  the  Cause  of  the  Value  of  the  land,  it  is 
clear  that  if  a  sufficient  number  of  persons  were  to  go  and  bestow 
an  equal  amount  of  Labour  in  bringing  the  same  quantity  of  land 
in  the  centre  of  Australia  into  an  equally  high  state  of  cultivation, 
it  ought  to  be  of  equal  Value  with  the  land  in  England  or  Holland ; 
a  result  which  is  evidently  absurd. 

Labourers  and  artisans  build  houses  in  London,  Paris,  Berlin, 
Vienna,  <&c  The  houses  are  great  Wealth  in  these  cities  ;  but  if 
the  same  labourers  were  to  go  out  and  build  houses  in  all  respects 
similar  in  the  middle  of  Australia,  would  they  be  of  the  same,  or 
of  any.  Value  ? 

10.  Hence  we  see  that  even  of  material  things  there  are  many 
upon  which  no  Labour  was  ever  bestowed,  and  which  yet  have 
Value  ;  and  even  of  those  which  have  had  Labour  bestowed  on 
them.  Labour  is  not  the  Form,  o  Cause,  of  their  Value. 

Now,  with  respect  to  the  second  species  of  Economic  QuantitieB» 
namely.  Immaterial  Property,  which  comprehends  all  species  of 
Labour,  as  above  detailed,  one  simple  remark  is  sufficient — If' 
Labour  is  the  sole  Cause  of  Value,  what  is  the  Cause  of  the  Value  qf 
Labour? 

11.  With  respect  to  the  third  species  of  Economic  Quantitiei^ 
namely  Incorporeal  Property,  there  are  some  kinds  which  are 
associated  with  Labour,  such  as  Copyrights,  Patents,  the  Gkx)dwill 
of  a  business,  or  the  Practice  of  a  Profession  ;  but  the  same 
remark  applies  to  them  as  to  the  material  objects  with  which 
Labour  is  associated  :  that  it  cannot  be  the  Cause  of  their  Value. 
If  a  person  bestows  an  enormous  quantity  of  Labour  in  publishing 
a  work,  the  law  of  course  may  give  him  the  Copyright,  but  if  no 
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one  will  buy  the  work,  where  is  its  Value  ?  So  also  of  Patents : 
much  labour  may  have  been  bestowed  in  perfecting  the  invention, 
but  if  no  one  buys  the  machine,  where  is  its  Value  ? 

But  there  are  vast  amounts  of  Incorporeal  Property,  as  there  are 
of  Corporeal  Property,  which  have  Value,  which  are  not  associated 
with  any  Labour  at  all.  Thus  Credit  of  all  sorts  is  not  in  any  way 
associated  with  Labour.  If  a  solvent  merchant  accepts  a  Bill  of 
Exchange,  or  a  solvent  Bank  issues  Notes,  this  commercial  paper 
has  Value,  and  is  the  subject  of  commerce,  as  all  Economists 
admit,  but  where  is  the  Labour  bestowed  upon  it  ?  Now  the 
quantity  of  Credit  in  this  country  exceeds  all  imagination.  There 
is  no  doubt  whatever  that  the  quantity  of  private  and  public 
Credit  in  this  country  not  only  exceeds  any  other  single  kind  of 
Property  whatever,  but  is  not  far  oflf  from  being  equal  to  all  other 
kinds  of  property  put  together. 

Hence  we  see — 

1.  That  there  are  vast  quantities  of  Property,  both  Corporeal 
and  Incorporeal,  which  have  Value,  upon  which  no  Labour  was 
ever  bestowed. 

2.  That  Quantities,  both  Corporeal  and  Incorporeal,  may  be 
produced  by  Labour  which  have  no  Value. 

8.  That  the  same  quantity  of  Labour  may  produce  products, 
one  of  which  has  Value,  and  the  other  no  Value. 

4.  That  Quantities  produced  by  varying  quantities  of  Labour 
have  the  same  Value. 

5.  That  things  produced  by  Labour  may  have  Value  in  some 
places  and  not  in  other  places ;  and  at  some  times  and  not  at 
other  times. 

6.  That  things  produced  by  less  Labour  may  have  greater 
Value  than  things  produced  by  more  Labour. 

From  these  indisputable  propositions,  the  result  of  practical 
experience,  the  undeniable  inference  is  that  Labour  is  not  in 
any  way  whatever  the  Form,  or  the  Cause,  of  Value  ;  or  even 
necessary  to  Value  ;  and,  in  fact,  in  this  commercial  country  the 
enormously  greater  proportion  of  Valuable  Property  is  not  the 
result  of  Labour  at  aJl. 

It  only  happens  that  in  a  great  many  cases  Labour  is  associated 
with  Value,  or  is  the  Accident  of  Value — ^and  how  it  is  so  will 
be  a  matter  for  subsequent  inquiry. 
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12.  Now  by  the  Laws  of  Inductive  Philosophy  if  we  ooold 
find  a  single  ease  of  Value  which  was  not  the  result  of  Labour^ 
that  single  instance  would  alone  be  sufficient  to  OTerthrow  the 
doctrine  Uiat  Labour  is  the  sole  Cause  of  Value.  But  instead 
of  one  instance,  we  have  adduced  multitudes  of  cases.  We  have 
shewn  that  the  greater  portion  of  valuable  property  is  not  even 
associated  with  labour  at  alL 

In  short,  there  never  was  any  doctrine  in  science  which  has 
received  such  a  crushing  and  overwhelming  overthrow,  as  that 
Labour  is  the  Cause  of  Value :  and  hence  we  see  that  that 
system  of  Economics  which  founds  its  ideas  of  Wealth  and  Value 
on  Labour  is  utterly  fisdlacious. 

13.  The  pertinacity  with  which  some  writers  maintain  that 
all  Value  is  due  to  Labour,  contrary  to  the  evidence  of  the  most 
glaring  facts  is  a  strong  and  striking  instance  of  Bacon's  Aphorism^ 
— '^  The  human  understanding  when  it  has  once  adopted  an  opinion 
(either  as  being  the  received  opinion  or  as  being  agreeable  to 
itself)  draws  all  things  else  to  support  and  agree  with  it.  And 
though  there  be  a  greater  number  and  weight  of  instances  to  be 
found  on  the  other  side,  yet  these  it  either  neglects  and  despises, 
or  else  by  some  distinction  sets  aside  and  rejects  ;  in  order  that  by 
this  great  and  pernicious  predetermination  the  authority  of  its 
former  conclusions  may  remain  inviolate  •  .  .  But  with  &r 
more  subtlety  does  this  mischief  insinuate  Itself  into  philosophy 
and  the  sciences  :  in  which  the  first  conclusion  colours  and  brings 
into  conformity  with  itself  all  that  come  after,  though  far  sounder 
and  better.  Besides  independently  of  that  delight  and  vanity  which 
I  have  described,  it  is  the  peculiar  and  perpetual  error  of  the 
human  intellect  to  be  more  moved  and  excited  by  affirmations  than 
by  negatives  ;  whereas  it  ought  properly  to  hold  itself  indifferently 
disposed  towards  both  alike.  Indeed  in  the  establishment  of  any 
true  axiom  the  negative  instance  is  the  more  forcible  of  the  two." 

14.  In  considering  the  preceding  table  or  enumeration  of 
Quantities  which  have  Value,  we  observe  that  the  whole  class  of 
Immaterial  Quantities  and  the  whole  class  of  Incorporeal  Quanti- 
ties have  Value,  but  not  Materiality.  Hence  we  see  evidently 
that  Materiality  is  not  necessary  to  Value,  it  is  only  accidentally 
a8W)ciated  with  it  in  some  cases. 

*  Nov.  Org.,  Book  /.,  Aph.  46. 
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16.  So  also  we  observe  that  some  things  which  have  Value  may 
last  for  eyer,  like  the  land,  statues,  gems,  <&c. :  other  things  may 
last  a  very  long  time,  like  pictures,  houses,  &c. ;  others  have  a 
constantly  diminishing  degree  of  permanence,  or  durability,  others 
have  only  a  very  short  degree  of  permanence,  such  as  food  of 
various  sorts :  while  others,  such  as  theatrical  performances  and 
Labour  of  all  sorts,  perish  in  the  actual  production.  Now  among 
Bacon's  Prerogative  Instances,  he  expressly  mentions  Instances  of 
UUimity  or  Limit,  and  says,^  "  nor  should  extremes  in  the  lowest 
degree  be  less  noticed  than  extremes  in  the  highest."  •  This  is  the 
doctrine  of  the  Law  of  Continuity  which  says  that  which  is  true 
up  to  the  limit  is  true  at  the  limit ;  so  things  of  Value  are  to  be 
included  in  which  the  durability  is  0,  or  which  perish  in  the  very 
act  of  production.  Hence  we  see  that  Permanence,  or  Durability, 
18  not  necessary  to  Value,  it  is  only  the  accident  of  Value. 

16.  Seeing,  then,  that  Labour  altogether  fails  to  stand  the  test 
of  being  the  Cause  of  Value,  what  reniains  ?  The  only  thing 
which  ancient  writers,  Aristotle,  the  author  of  the  Eryxias,  and 
the  Boman  Lawyers ;  in  modem  times,  the  Physiocrates,  Smith, 
Condillac,  Whately,  Bastiat,  J.  B.  Say,  and  many  others  have 
observed — Exchangeability.  And  what  does  exchangeability 
depend  upon  ?  If  I  offer  something  for  sale,  what  is  necessary  in 
order  that  it  may  be  sold?  Simply  that  some  one  else  should 
Demand  it.  Aristotle  said  long  ago  that  it  is  Demand  that  binds 
society  together. 

Here  it  is  quite  clear  that  we  have  now  got  the  true  Source,  or 
Origin,  or  Cause  of  Value.  It  is  Demand.  Value  is  not  a  quality 
of  an  object,  but  an  affection  of  the  mind.  The  sole  Origin, 
Source,  or  Cause,  of  Value  is  Human  Desiee.  When  there  is  a 
Demand  for  things,  they  have  Value  :  when  the  Demand  increases 
(the  Supply  being  supposed  the  same),  the  Value  increases ;  when 
the  Demand  decreases,  the  Value  decreases :  and  when  the  Demand 
altogether  ceases,  the  Value  is  altogether  gone. 

It  is  Demand  which  discriminates  between  the  diamond  and  the 
rubbish,  the  pearl  and  the  shell.  It  is  because  some  people  demand 
cigars,  that  among  them  cigars  have  Value  :  and  because  other 
people  do  not  demand  them,  that  among  them  cigars  would  have 
no  Value. 

•  Nov.  Org.f  Book  IT.,  Aph.  46. 
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It  is  the  intensity  of  Demand  which  confers  such  enarmons 
Value  on  the  ground  in  the  heart  of  London  :  and  the  gradually 
diminishing  Demand  which  makes  land  less  valuable  as  the  distance 
from  the  centre  increases. 

What  18  it  that  gives  Value  to  the  produce  of  the  fiarmer  ?  It 
is  the  Demand  of  the  people  for  food  and  clothing,  and  their 
readiness  to  give  something  in  exchange  for  its  products.  If  it 
were  possible  to  imagine  that  the  people  should  cease  to  require 
food  and  clothing  :  or  should  they  change  their  tastes,  and  require 
such  food  and  clothing  as  could  not  be  produced  in  England,  then 
the  Value  of  the  land  would  immediately  die  off;  unless  the 
products  were  exported  to  exchange  for  the  products  of  other 
countries. 

It  is  perfectly  clear,  therefore,  that  though  much  labour  has  been 
bestowed  on  the  land,  and  the  land  has  great  Value,  that  Labour 
is  not  the  Cause  of  the  Value  of  the  Land.  But  men,  knowing 
that  people  will  want  food  and  clothing,  invest  their  money,  and 
bestow  their  Labour  upon  the  land  to  produce  something  that  is 
wanted  by  men.  They  sow  com  and  rear  cattle,  because  they 
expect  that  there  will  be  a  permanent  Demand  for  such  products. 
But  if  the  people  were  to  become  vegetarians,  where  would  the 
Value  of  the  cattle  and  flocks  be  ? 

So  in  the  same  way  it  is  the  wants  and  desires  of  men  that  in- 
duce others  to  invest  their  money  and  labour  in  any  pursuit 
whatever,  and  which  gives  Value  to  that  product. 

So  men  invest  their  Labour  and  money  in  acquiring  a  knowledge 
of  Law,  because  they  expect  that  legal  differences  will  arise 
among  men,  and  that  such  services  wiU  be  wanted ;  but  if  they 
obtain  no  employment,  their  Labour  has  no  Value. 

So  other  men  invest  their  Labour  and  money  in  acquiring  a 
knowledge  of  medicine  and  surgery,  because  they  expect  that  men 
will  be  assailed  by  diseases,  and  exposed  to  accidents,  and  require 
their  services ;  but  if  there  were  no  diseases  and  no  accidents, 
where  would  the  Value  of  their  Labour  be  ? 

And  the  same  thing  is  true  of  each  of  the  professions  in  suc- 
cession :  men  devote  their  Labour  to  acquire  a  knowledge  of 
architecture,  painting,  sculpture,  civil  engineering,  &c.,  because 
they  expect  that  other  men  will  want,  and  be  willing  to  pay  for, 
such  services.  It  is  the  Demand  of  the  community,  and  that  only, 
which  confers  Value  on  them.    And  if  the  Demand  of  the  public 
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were  lo  cease,  the  whole  Value  of  the  labonr  of  those  who  had 
deroted  themselves  to  their  acquisition  would  be  lost. 

The  Value  of  the  land  solely  arises,  as  we  have  seen,  fix)m  the 
Demand  of  men  for  its  products.  And  as  this  Demand  by  the 
very  physical  constitution  of  men  is  permanent,  the  land  is  a 
source  from  which  an  annual  revenue  springs  :  and  the  Value  of 
an  estate  in  land  is  found  by  finding  the  present  Value  of  all  its 
annual  revenue  for  ever  according  to  certain  rules. 

But  this  conception  may  be  generalised.  And  we  may  aflSrm 
that  if  men  require  any  service  continuously,  and  will  pay  to 
obtain  it,  the  annual  revenue,  or  the  sum  paid  annually  to  obtain 
these  services,  may  be  capitalised,  and  form  a  great  estate. 

Thus  the  desire,  or  Demand,  of  men  for  Law,  for  Medicine, 
for  Engineering,  for  the  Military  and  Naval  Services,  and  for 
Art  and  Literature,  for  professions  and  trades  of  all  sorts,  con- 
stitute each  of  them  a  great  estate,  all  deriving  their  Value  from 
one  great  common  principle — the  wants  of  mankind,  and  their 
willingness  to  pay  for  their  products.  And  as  it  is  this  desire, 
or  Demand,  which  calls  them  into  existence,  and  confers  Value 
on  them,  so  a  cessation  of  this  desire,  and  the  cessation  of  the 
willingness  to  pay  for  their  products,  would  immediately  annihi- 
late their  Value. 

If  men  ceased  to  care  for  art  of  all  sorts  and  literature,  the 
whole  literary  and  artistic  estates  would  immediately  cease  to 
exist.  If  men  inaugurated  the  reign  of  universal  peace,  those 
great  estates,  the  military  and  naval  professions,  would  immedi- 
ately cease  to  exist.  During  the  reign  of  George  III.,  the 
fashion  for  bobwigs  and  steel  shoe  buckles  suddenly  ceased. 
Those  trades  were  immediately  dissolved,  all  the  capital  invested 
in  them  was  suddenly  dissipated,  causing  dire  distress.  And 
the  very  same  thing  is  true  of  all  trades  and  manufactures  of 
all  sorts.  It  is  the  Demand  for  their  products  which  gives  them 
Value,  and  constitutes  them  Capital.  Hence  every  new  want  and 
every  new  desire  of  men  calls  into  existence,  and  creates,  new 
Capital :  every  change  of  fashion,  every  extinction  of  a  want  or 
desire,  extinguishes  Capital. 

And  each  of  these  great  estates,  the  land  and  material  products ; 
the  law ;  medicine ;  art  and  literature ;  scientific,  trading,  and 
manu&cturing  knowledge  ;  is  transmissible  and  inheritable.  No 
doubt  they  are  transmitted  in  different  ways,  but  still  the  general 
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principle  is  tme.  In  each  of  ihe  incorporeal  estates,  cspmally 
the  professions,  or  trades,  in  mannfactores,  there  are  accumulated 
hoards  of  knowledge,  which  are  augmented  by  each  succeeding 
generation  and  transmitted  just  as  much  as  material  products  are, 
and  are  Wealth,  or  Economic  Quantities,  just  as  much  as  material 
products,  and  will  continue  to  be  so,  so  long  as  men  continue  to 
want  and  to  pay  for  them. 

And  the  money  and  labour  men  spend  in  acquiring  their 
knowledge,  and  cultivating  their  skill  in  a  useful  profession,  is,  in 
all  respects.  Capital,  just  as  much  as  money  and  labour  expended 
in  tilling  the  ground,  or  invested  in  any  material  product ;  as  wo 
have  already  shewn  is  admitted  by  Smith  to  be  so,  although  the 
contrary  is  generally  supposed. 

17.  We  have  already  seen  how  erroneous  the  doctrine  is  that 
Labour  is  the  Cause  of  Value.  It  is  perfectly  evident  that  it  is 
Value,  or  Demand,  which  is  ihe  Cause  of,  or  Inducement  to. 
Labour. 

The  tribunes  of  the  Commons  enunciated  the  true  doctrine  long 
ago^ — "Eo  impendi  laborem  ac  periculum  •  .  .  magna 
prasmia  proponantur." 

Boisguillebert  saw  this  most  clearly  :  he  says* — "  Consumption 
(Consommation,  or  Demand)  is  the  principle  of  all  Wealth" — 
*'  All  the  revenues,  or  rather  all  the  riches  in  the  world,  both  of  a 
prince  and  his  subjects,  only  consist  in  Consumption  (Consomma- 
tion) ;  all  the  most  exquisite  fruits  of  the  earth,  and  the  most 
precious  products,  would  be  nothing  but  rubbish,  if  they  were  not 
Consumed  (Consommis,  Demanded).  This  it  is  which  makes  tho 
most  fruitful  countries  which  are  not  inhabited,  and  consequently 
not  cultivated,  on  account  of  the  smaU  number  of  men,  to  bo 
almost  entirely  useless  to  their  prince.  Also,  if  although  these 
countries  are  filled  with  subjects  fit  to  give  value  to  the  gifts  of 
nature,  it  is  their  interest  to  Consume  (Consommer,  Demand) 
nothing  ;  or  if  they  are  not  in  a  position  to  do  so,  neither  the 
country  nor  the  prince  are  richer  than  if  they  had  ever  so  little." 

So  again  ^  he  shews  that  the  increase  of  national  revenue  ia 
proportional,  not  to  the  increase  of  the  sum  of  money,  but  to  tho 
progress  of  Consumption  {Consommation,  Demand). 

<  Liicy^  Booh  IV,,  ck,  35.  >  Factum  de  la  fhince,  ch,  5. 

'  I^  Detail  th  la  i^onoe,  ch.  19. 
H 
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Bo  Hume  says^ — ^''Oar  paadons  (desires^  or  Demand),  are  the 
only  canses  of  Labour." 

The  Italian  Economistg  are  very  clear  and  consistent  in  shewing 
that  human  wants  and  desires  are  the  causes  of  all  Value. 
€^noYesi^  clearly  points  out  that  the  words  used  indiscriminately, 
Prezzo,  Pregio,  SHma,  Valuta,  Valare,  are  words  of  relation  and 
not  absolute,  and  that  they  are  not  applied  to  intrinsic  qualities. 
That,  though  money  is  the  apparent  or  proximate  measure,  the 
ultimate  measure  to  which  not  only  things,  but  their  price,  is 
referred  is  man  himself.  Nothing  has  Value  where  there  are  no 
men,  and  the  very  things  which  have  a  low  price  where  men  are 
few,  have  a  very  high  price  where  there  are  many  people.  And 
this  is  the  reason  why  things  and  services  have  a  much  higher 
price  in  the  capital  than  in  distant  provinces. 

"  Men  however  do  not  give  Value  to  things  or  services,  unless 
they  want  them.  Hence  our  wants  are  the  first  source  of  the 
Value  of  all  things,  and  price  is  the  power  to  satisfy  our  wants. 
The  wants  of  men  are  of  three  kinds  ;  those  of  pure  necessity : 
those  of  pleasure  :  and  those  of  luxury."  Genovesi  then  traces 
the  origin  of  these  wants,  or  Demands.  He  says  that  nothing  has 
Value  except  in  relation  to  these  wants  ;  and  the  Value  of  things 
is  proportional  to  the  power  it  has  to  satisfy  our  wants.  Genovesi 
then  shews  how  prices  are  always  determined  by  Supply  and 
Demand :  and  after  investigating  this  with  great  ability,  he 
concludes  by  saying  (1)  The  wants  of  men  are  the  first  source  of 
the  Value  of  everything,  and  all  Labour.  (2)  The  price  of  the 
same  thing,  as  com,  oil,  &c.,  is  always  in  the  ratio  of  the  Desire 
and  the  Quality  directly,  and  the  Supply  inversely.  And  then 
he  says  Value  is  the  child  of  Demand, 

So  Beccaria  says* — "  Value  is  a  substance  which  measures  the 
estimation  in  which  men  hold  things." 

So  Verri*  shews  that  it  is  the  wants  of  man  which  give  rise  to 
commerce,  and  as  their  ideas  and  wants  increase  so  does  commerce 
increase.  Nations  which  increase  their  wants  increase  their  power 
and  their  happiness.  Desire,  or  Demand,  incites  man  to  commerce. 
Commerce  requires  Demand  and  abundance ;  desire  for  the 
merchandise  sought,  and  abundance  to  give  in  exchange  for  it ; 

>  Enay  on  Ccmmtret.  *  Lexioni  Eeonomia  Civile^  Part  11.^  ch.  1. 

*  Dd  ditordine,  e  de*  rimt^j^  deUe  monete  neUo  stato  di  MHano, 
*  Miditaxioni  tvUa  Etonomia  JPoUtica, 
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and  aBsmdan  ytugnjeas  from  thelHraiid  simple  vmtsof  ttit 
SBTige  sute  to  nev  raiss  md  necesBtiea,  it  maSL  proportHMuUr 
increase  its  amnul  prodpciaon,  so  that  it  maj  hare  ^nogh  beitxid 
its  iniml  OxHon^ytaoB  U>  parchase  foreign  good&  Ther  thm 
leqaire  wmwdiing  to  ascertain  the  eqoalitr  between  what  they 
gire  and  that  ther  reoeire.  Vahie  is  a  word  which  denotes  Iha 
esftimataon  which  men  make  of  a  thii^.  Y»Ti  ako  shows  tiiat  aD 
Tsriatioiis  in  pcioe  proceed  from  TanatioDS  in  Sopplj  and 
Demand. 

We  haTe  alreadr  shewn  that  the  PhTsocrates  made  all  Yaloe 
{ffooeedy  or  arise,  &om  Demand :  and  thej  shewed  that  things 
which  remain  without  Demand  ( Cansommaium)  are  without 
Yalne. 

Condillac  is  also  very  clear  and  explicit  on  this  subject.  He 
»JB* — ^"This  esteem  is  what  is  called  Value  *^ — ^"  Since  the 
Yalue  of  things  is  founded  on  the  want  of  them,  or  the  demand, 
it  is  natural  that  a  want  more  strongly  felt  gives  things  a  groats 
Yahie:  and  a  want  leas  felt  gives  them  kss  Yalue.  The  Yalue  gI 
things  increases  with  their  scarcity,  and  decreases  with  their 
abundance.  It  may  even,  on  account  of  this  abundance,  decrease 
to  notiiing.  A  superfluity,  for  example,  will  be  without  Yalue, 
whenever  we  can  make  no  use  of  it." 

It  is  therefore  carefuUy  to  be  observed  that  Yalne  does  not 
depend  upon  the  absolute  qualities  of  anything.  Water  is  an 
absolute  necessary,  but  we  only  require  a  certain  amount  of  iL 
More  than  this  certain  quantity  is  of  no  use,  and  therefore  of  no 
Yalue.  So  it  has  often  happened  that  in  agricultural  countries 
the  crops  have  been  extraordinarily  abundant,  much  more  than 
sufficient  to  supply  the  people,  but  for  want  of  means  of  com- 
munication, they  were  unable  to  exchange  them  away  for  some- 
thing else,  and  so  they  have  lain  and  rotted  on  the  ground.  In 
these  cases  the  quality  of  the  com  was  exactly  the  same,  one 
portion  was  the  result  of  labour  as  much  as  the  other,  but  it  was 
not  required,  and  therefore  it  was  not  Wealth.  In  a  similar  way 
the  cattle  introduced  by  Europeans  into  the  Pampas  multiplied 
so  enormously,  that  the  scanty  population  could  not  consume 
them,  and  they  had  no  Yalue  except  for  their  hides.  In  Australia, 
some  years  ago,  sheep  increased  so  much  beyond  the  Demand  far 
them,  that  they  were  of  no  Yalne  except  to  boil  down  into  tallow. 

1  L4  Commerce  el  U  Oouvemement,  ck.  1. 
H  2 
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But  lately  they  have  discovered  a  method  of  preserving  beef  and 
matton  in  tins  so  as  to  be  able  to  be  exported  to  England.  Thus, 
these  flocks  will  now  acquire  an  immense  Value,  and  become  a 
source  of  boundless  wealth  to  the  Australians,  by  being  exported 
to  England  and  purchasing  all  sorts  of  things  they  may  require  in 
England. 

Oondillac  then  observes — ^*  A  thing  has  not  Value  because  it 
has  cost  much,  as  is  commonly  said  ;  but  people  bestow  expense  on 
it  because  it  has  Value,"  «.  e.,  there  is  a  demand  for  it. — *'  But 
some  have  been  led  to  regard  Value  as  an  absolute  quality,  which 
is  inherent  in  things  independently  of  the  opinion  we  have,  and 
this  confused  notion  is  a  source  of  bad  reasoning.  We  must 
remember  that  though  things  have  only  a  Value  because  they 
have  qualities  which  make  them  useful  to  us,  they  have  no  Value 
for  us,  if  we  do  not  know  that  they  possess  these  qualities." — 
'^  As'  soon  as  we  want  a  thing  it  has  Value,  and  only  for  that 
reason."  Condillac  then  shews  how  that  which  was  not  Wealth 
becomes  Wealth  by  exchange  :  and  how  the  wants  of  mankind  as 
they  .increase  give  rise  to  the  arts,  and  how  the  arts  increase  the 
mass  of  wealth. 

18.  We  have  seen  that  even  Smith,  who  is  commonly  supposed 
to  have  founded  all  his  ideas  of  Wealth  and  Value  upon  Labour, 
says  that  if  the  product  is  not  exchangeable  it  is  not  Wealth : 
which  shews  that,  after  all,  he  made  exchangeability  the  real  test 
of  Value.  Now  it  is  evident  that  the  exchangeability  of  two 
products  can  only  proceed  from  reciprocal  Demand. 

Smith,  who  in  the  commencement  of  his  work  filled  his  readers' 
minds  with  the  notion  .that  Labour  is  the  cause  of  Value,  has  in 
one  passage  seen  that  the  truth  is  just  the  opposite.  Speaking  of 
the  vine,^  he  observes  that  it  '*  is  more  affected  by  the  difference 
of  soils  than  any  other  fruit  tree.  From  some  it  derives  a  flavour 
which  no  culture  or  management  can  equal,  it  is  supposed,  on  any 
other.  This  flavour,  real  or  fmaginary,  is  sometimes  [peculiar  to 
the  produce  of  a  few  vineyards  :  sometimes  it  extends  through  the 
greater  part  of  a  largo  province.  The  whole  quantity  of  such 
wine  that  is  brought  to  market  falls  short  of  the  effectud  demand, 
or  the  demand  of  those  who  would  be  willing  to  pay  the  whole 
rent,  profit,  and  wages  necessary  for  preparing  and  bringing  them 

1  Book  /.,  <A.  2. 
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thither^  according  to  iho  ordinary  rate  at  which  they  are  paid  in 
common  vineyards.  The  whole  quantity  therefore  can  be  disposed 
of  to  those  who  are  willing  to  pay  more^  which  necessarily  raises 
the  price  above  that  of  common  wine.  The  difference  is  greater 
or  less,  according  as  the  fashionableness  or  scarcity  of  the  wine 
render  the  competition  of  the  buyers  more  or  less  eager. 
Whatever  it  be,  the  greater  part  of  it  goes  to  the  rent  of  the 
landlord.  For  though  such  vineyards  are  in  general  more  carefully 
cultivated  than  most  others,  the  high  price  of  the  wine  seems  to  be, 
not  so  much  the  effect,  as  the  cause  of  this  careful  cultivation" 

Now  it  is  easy  to  see  that  this  last  sentence  is  entirely  antago- 
nistic to  the  whole  of  the  rest  of  the  system  of  Smith  and  Ricardo, 
and  both  doctrines  cannot  be  true.  In  their  general  system  they 
make  it  appear  that  Labour  is  the  Cause  of  Value :  but  here  Smith 
has  seen  and  acknowledged  that  it  \A\Valus  which  is  the  Inducement 
io  Labour.  Now  it  is  no  more  possible  in  Economics  to  adopt  one 
of  these  doctrines  to  exjdain  some  phenomena  and  to  adopt  the 
other  doctrine  to  explain  other  phenomena,  that  it  is  in  astronomy 
to  explain  some  phenomena  by  the  Ptolemaic  hypothesis,  and  other 
phenomena  by  the  Copemican  :  or  in  optics  to  explain  some 
phenomena  by  the  Corpuscular  hypothesis,  and  other  phenomena 
by  the  Wave  theory.  One  or  other  doctrine  must  be  universally 
true.  It  is  perfectly  clear  that  the  latter  doctrine  is  the  true  one, 
and  the  rest  of  the  system  is  fallacious. 

We  will  now  shew  still  further  the  incredible  self-contradiction 
of  Ricardo  and  McCulloch,  who  have  so  repeatedly  said  that 
Labour  is  the  cause  of  all  Value — 

In  combating  Malthus*s  Theory  of  Rent,  Ricardo  says^ — "  It 
is  the  rise  in  the  Market  Price  of  com  which  alone  encourages 
production  ;  for  it  may  be  laid  down  as  a  principle  uniformly  true, 
that  the  only  great  encouragement  to  the  increased  production  of 
a  commodity  is  its  Market  Value  exceeding  ^  its  Natural  or  Neces- 
sary Value." 

And  McCulloch  says^ — *'  Demand  may  therefore  be  considered 
as  the  ultimate  source  or  origin  of  both  exchangeable  and  real 
Value ;  for  the  desire  of  individuals  to  possess  themselves  of 
articles,  or  rather  the  Demand  for  them  originating  in  that  desire, 
is  the  sole  cause  of  their  being  produced  or  appropriated." 

>  Principles  of  Political  Economy^  ch.  32. 
'  Primdples  of  Political  Economy^  p,  815. 
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Thns  it  clearly  appears  that  in  these  passages  Sicardo  and 
McCulloch  both  distinctly  admit  that  it  is  Value  which  is  ths 
Inducement  to  Labour :  and  what  can  be  more  flagrantly  contra- 
dictory to  the  general  doctrine  which  they  are  supposed  to  have 
established  that  Labonr  is  the  Cause  of  all  Value  ? 

So  Whately  says> — ^^'In  this  as  in  so  many  other  points  in 
Political  Economy,  men  are  prone  to  oonfonnd  cause  [and  effect. 
It  is  not  that  pearls  fetch  a  high  price  [because  men  have  dived  for 
them ;  bnt,  on  the  contrary,  men  dive  for  them  because  they  fetch 
a  high  price.'* 

So  also  J.  B.  Say,  who  adopts  the  doctrine  that  Utility  is  the 
basis  of  Value  says^ — **  Riches  can  only  be  valued  by  an  exchange, 
by  means  of  which  their  Value  is  stated  " — ^^  You  see  that  Wealth 
does  not  depend  on  the  species  of  the  things  or  on  their  physical 
nature,  but  on  a  Moral  quality  which  every  one  calls  their  Value." 
And  he  also  says' — '^  Value  is  purely  a  Moral  quality,  and 
appears  to  depend  on  the  fugitive  and^diangeable  will  of  men." 
And  he  elsewhere  says  that  Demand  is  the  first  foundation  of  all 
Value.  Now  it  is  strange  indeed  that  so  able  a  writer  could  not 
see  the  incongruity  in  making  Value  to  be,  in  one  place,  the 
qualities  of  an  object,  and  in  others,  a  moral  quality  of  the  mind. 

So  also  Bastiat  places  the  source  of  Value  entirely  in  the  mind. 
He  says^ — "  Exchange  does  more  than  state  and  measure  Values, 
it  gives  them  existence "^ — "The  idea  of  Value  came  into  the 
world  the  first  time  a  man  said  to  his  brother :  Do  this  for  me, 
I  will  do  that  for  you:  they  agreed  upon  it:  because  then  it 
might  for  the  first  time  be  said,  the  two  services  exchanged  were 
equal  (se  valent).  .  .  .  We  labour  to  support,  clothe,  shelter, 
light,  heal,  protect,  and  instruct  each  other.  Thence  reciprocal 
services.  We  compare  these  services,  we  discuss  them  :  we  esti- 
mate their  Value :  thence  comes  Value. 

19.  Hence  we  see  that  Demand  is  the  sole  Origin,  Source,  and 
Cause  of  Value.  It  is  Demand,  or  Consumption,  and  not  Labour, 
which  gives  Value  to  a  product.  It  is  not  the  Labour  which 
gives  Value  to  the  product,  but  the  Demand  for  the  product 
which  gives  Value  to  the  Labour.     Hence  it  is  not  Labour 

>  Ledurf  en  PoUtieal  Eeonomy. 
*  Cours,  Part  /.,  ch.  1.  '  Ibid.f  ConsicUrationa  OSnSrales, 

*  Barmonxts  JEconomiquea.    De  la  Valeur. 
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WHICH  IS  THE  Cause  of  Value,  bnt  it  is  Value  wmoH  is 
THE  Cause  of,  or  Ikducbment  to,  Laboub. 

Value,  then,  in  its  trne  sense  signifies  an  AffeeUon  of  the  Mind, 
and  not  a  Qnalitj  in  an  object^  either  natoral  or  the  result  of 
Labour.  The  usual  phrase  is  '^  I  yalue  so  and  so."  It  is  the 
force  of  attraction  between  the  mind  and  some  external  object. 
But  an  impotent  desire  of  the  mind,  not  manifested  by  any 
overt  act,  is  not  an  Economical  phenomenon.  In  order  to  enter 
into  the  science  of  Economics  something  must  be  done.  But 
even  the  desire  of  a  single  mind  is  not  suf&cient  to  produce  an 
act  A  man  may  have  things  he  wants  to  sell,  but  if  no  one 
will  buy  them,  they  haye  no  Value.  He  may  wish  to  possess 
things  offered  for  sale  by  others,  but  if  they  do  not  want,  and 
will  not  take  in  exchange,  what  he  offers,  no  exchange  can  take 
place.  In  order  to  constitute  an  exchange  two  persons  must 
each  produce  somethii^  and  each  must  want  what  the  other 
produces.  And  it  is  tlie  reciprocal  desire  of  each  for  the  pro- 
duct of  the  other  that  gives  rise  to  an  exchange.  Hence  the 
eaneurrmce  of  two  minds  is  essential  to  produce  an  exchange, 
or  an  Economic  phenomenon*  Each  one  will  try  to  give  as  little 
as  he  can  of  his  own  product,  and  get  as  much  as  he  can  of  the 
other's  product.  Hence  when  the  exchange  ultimately  takes 
place,  the  quantity  exchanged  by  each  measures  the  intensity  of 
his  desire  to  obtain  possession  of  the  product  of  the  other.  And 
hence  the  Quantity  given  by  each  is  called  the  Value  of  the  other. 

20.  All  production  is  founded  upon  speculation.  Producers 
find  out  or  think  of  what  other  people  want,  and  then  they  pro- 
duce. A  constant  supply  of  some  things  is  wanted.  Inventors 
hope  that  they  may  excite  or  create  a  desire,  but  it  is  no  reason 
that  people  will  buy  because  others  produce  ;  and  if  none  want 
or  will  buy  what  is  produced,  such  an  article  has  no  Value.  All 
production,  then,  is  founded  on  speculation,  varying  through  all 
degrees  of  prudence,  certainty,  and  risk.  All  producers  specu- 
late that  there  will  not  only  be  buyers  who  will  want  their 
products,  but  will  want  them  to  such  a  degree  of  intensity  as 
to  be  willing  to  pay  a  sum  at  least  sufficient  to  pay  the  cost  of 
production,  and  a  profit  besides,  sufficient  to  remunerate  them 
for  their  time  and  trouble.  Now,  the  powers  of  consumption 
generally  speaking  are  limited,  but  in  most  cases  the  powers  of 
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prodnction  are  more  easily  extended^  and  the  amonnt  of  Value, 
or  the  price,  depends  upon  the  proportion  between  the  produc- 
tion, or  the  supply,  and  the  number  of  persons  who  are  willing 
to  giye  an  adequate  price,  or  the  consumption,  and  hence  pro- 
duction must  always  be  adjusted  to  consumption,  and  not  the 
reverse.  Hence,  also,  we  hare  this  fundamental  truth  that 
Speculation  ib  the  mother  op  PRODucmoN,  but  Demand  is 

THE  origin  op  VaLUB. 

21.  Labour  is  in  no  case  whatever  the  cause  or  foundation 
of  Value.  No  amount  of  Labour,  or  cost  of  production,  can 
ever  bestow  or  ensure  Value.  In  all  cases  whatever  it  is 
because  articles  have  great  Value,  that  great  Labour  or  great 
expense  is  expended  in  producing  them.  It  is,  then,  universally 
the  Result,  and  the  result  only,  which  has  Value,  whether  that 
result  be  obtained  by  great  or  by  little  labour ;  although  it  is 
undoubtedly  true,  that  valuable  results  ai^  often  associated  with 
great  labour  or  expense.  Neverthelesi^  we  must  rigidly  guard 
ourselves  from  thinking  that  it  is  the  Labour  that  confers  the 
Value.  An  able  and  skilful  man  may  obtain  a  result  of  great 
Value  with  comparatively  little  Labour,  and  an  inferior  man  may 
bestow  many  times  the  amount  of  Labour,  and  never  attain  so 
valuable  a  result.  No  class  of  persons  are  so  apt  to  estimate 
the  Value  of  a  thing  by  the  Labour  it  has  cost  them  as  authors, 
and  consequently  it  is  a  very  common  remark  that  authors  are 
generally  the  worst  judges  of  the  relative  Value  of  their  own 
performances.  Archbishop  AYhately  cautions  an  intended  writer 
of  the  History  of  Logic  thus  :  **  he  should  possess  the  power  of 
rightly  estimating  each  according  to  its  intrinsic  importance, 
and  (not  as  is  very  commonly  done)  according  to  the  degree  of 
laborious  research  it  may  have  cost  him."  And  this  remark  is 
of  universal  application. 

22.  When  Locke  said  that  the  diflFerences  of  value  of  agricul- 
tural land  were  due  to  labour,  in  which  he  has  been  followed  by 
so  many  Economists,  it  was  a  striking  example  of  Bacon's  re- 
mark*— "  For  no  man  can  rightly  and  successfully  investigate  the 
nature  of  a  thing  in  the  thing  itself," — but  must  vary  his  obser- 
vations, and  appeal  to  all  sorts  of  experience.    When  Locke  and 

•  DistrUmtio  Oiteris. 


DEMAND  THE  SOUS  CAUSE  OF  VALUE.  105 

his  train  of  followers  point  to  the  smiling  harvests  and  vintages, 
and  assert  that  the  canse  of  the  differences  of  the  value  of  the 
land  is  labour,  they  should  remember  that  the  cause  of  the  dif- 
ference of  Value  in  agricultural  land  must  be  the  cause  of  the 
differences  of  Value  in  everything  else  :  and  we  point  to  the  dif- 
ferences in  the  Value  of  different  parts  of  the  ground  on  which 
London  stands,  and  ask — are  these  differences  of  Value  due  to 
Labour?  When  this  school  of  Economists  point  to  manufac- 
tures of  all  sorts,  watches,  fmniture,  clothes,  &c.,  &c.,  and  say 
that  their  Value  is  due  to  labour,  we  place  before  them  the  accounts 
of  the  Bank  of  England,  which  on  the  4th  October,  1872,  stood 
thus  ;  as  made  up  in  the  old  form  : — 


LlABILITIBS. 

Notes  issued  . .  . .  £27,589,860 
Pnblio  Deposits  ..  8,842,882 
Private  Deposits    ..     19,004,036 


£M,4B5,778 


ASSITS. 

8eonritieB        ..     ..  £88,091,424 
Coin  and  Bullion  ..    21,156,452 


£59,247,876 


Now  WO  observe  that  one  side  amounting  to  £55,485,778 
consists  whoUy  of  liabilities  or  Credit,  and  of  the  other  side, 
£21,156,452  consists  of  money,  and  £88,091,424  of  liabilities  or 
Credit.  The  liabilities  or  Credit,  however,  is  valued  exactly  as 
if  it  were  so  much  money.  Now  we  ask  what  is  the  cause  of 
the  value  of  this  Credit  ?  Is  it  Labour  ?  When  some  Econo- 
mists point  to  a  large  amount  of  material  commodities,  the  pro- 
duce of  Labour  and  of  great  Value,  we  point  to  a  table  given 
by  Mill^  shewing  the  amount  of  Bills  of  Exchange  created  in 
Great  Britain 

In  1837      -        -        £455,084,445 

1888      -        -  465,504,041 

1839      -        -  528,493,842 

and  ask  what  is  the  cause  of  the  Value  of  this  enormous  mass 

of  Credit,  which  of  course  is  but  small  compared  to  the  Credit 

created  now  ?    Is  Labour  the  cause  of  its  Value  ? 

The  reader  will  perceive  that  this  long  investigation  has  been 
rendered  absolutely  necessary  in  order  to  dear  away  the  confusions 
and  contradictions  in  which  the  Cause  of  Value  has  been  involved  by 
nnphilosophical  writers.  Nor  would  it  be  possible  to  understand  the 
subject  of  Credit  without  it :  for  if  Labour  is  the  sole  cause  of  all 
Value,  how  can  Bank  Notes  and  Bills  of  Exchange  have  Value? 

»  Book  III.,  ch.  12,  §  6. 
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Every  Merchant  and  Banker  in  ihe  world  wonld  laugh  load  and 
long  at  the  notion  that  Bank  Notes  and  Bills  of  Exchange  derive 
their  Value  fix)ni  Labour.  They  would  tell  the  literary  men  who 
write  such  things  that  Bank  Notes  and  Bills  of  Exchange  have  not 
Value  because'  they  are  produced  by  Labour,  but  because  it  is  ex- 
pected they  will  be  paid  at  the  proper  time,  f .  e.,  that  they  will  be 
exchanged  for  money.  And  also  that  Money  itself  does  not  derive 
its  value  from  Labour,  but  because  it  can  be  exchanged  for  other 
things.  And  the  same  is  true  of  everything  else.  Nothing  has 
Value  when  it  cannot  be  exchanged.  Everything  has  Value  when 
it  can  be  exchanged.  '*  An  order  or  note  of  hand,"  says  Mill,  "  or 
bill  payable  at  sight  for  an  ounce  of  gold,  while  the  credit  of  the 
giver  is  unimpaired,  is  worth  neither  more  nor  less  than  the  gold 
itself,  f.  a.,  it  is  of  exactly  the  same  Value  as  gold  :  and  it  is  for 
'this  reason  that  Jura,  Eighfa^  are  termed  Wealth  in  Soman  Law. 
They  are  Pecunia,  Res,  Bona,  Merx,  because  they  can  be  bought 
and  sold.  And  it  is  the  Commerce  in  this  gpecies  of  Merchandise 
which  is  the  subject  matter  of  this  work* 

On  the  General  Law  of  Value  :  or  the  General  Equation 

OF  ECONOMIOS. 

23.  Having  in  the  preceding  sections  given  the  Definition 
of  Value,  and  found  that  its  Form,  or  Cause,  resides  exclusively  in 
the  Human  Mind,  the  last  branch  of  our  inquiry  is  to  determine 
the  General  Law  of  Value ;  or  the  General  Equation  of  Economics  ; 
that  is  to  discover  a  single  General  Law  which  governs  the  changes 
in  the  exchangeable  relations  of  all  Quantities,  whatever  their 
nature  be. 

The  acknowledged  principles  of  Inductive  Science  shew  us  that 
there  can  be  but  one  General  Law  of  Value.  "We  have  seen  in  a 
preceding  chapter  that  there  are  three  distinct  species  of  Economic 
Quantities,  and  we  have  generalised  the  fundamental  Conceptions 
of  the  Science  so  as  to  grasp  all  these  Quantities.  Now  these 
three  species  of  Quantities  can  be  exchanged  in  Six  dijfferent  ways. 
Our  present  object  is  to  investigate  a  General  Equation  which 
shall  be  applicable  to  all  the  Six  species  of  exchanges  indif- 
ferently. The  Law  which  governs  the  exchangeable  relations  of 
material  products,  must  equally  govern  the  exchangeable  relations 
of  Debts. 

Suppose  we  make  £  the  general   symbol  of   an    Economic 
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Qiuuitatj — that  is  to  stj,  anythiiig  wbatercr  wbose  Vatoe  maj  be 
measured :  and  repreBenting  these  vanoos  qpedes  of  QuantitMa 
under  the  general  symbol  £,  ire  may  saj  that  there  are  in  anj 
ooontrj,  quantities  (^  this  sari, 

£^6,  497,  M8, 

£S49,  781,  627. 

£804,  982,  712. 

£  24,  987,  459. 

&C^  &C^  &C. 

Now  we  affirm  by  Tirtae  of  the  principle  of  the  Gontinnitj  of 
Science,  and  by  the  great  Algebraical  doctrine  oi  the  Perman$i9e$ 
of  Equivalent  FormSy  that  whatever  can  be  proTed  to  be  true 
economically  of  any  one  of  this  series  of  Quantities,  most  be  true 
of  them  alL  No  cme  lo(ddng  at  the  series  of  Econcmiic  Qoantities 
placed  abore,  conld  tell  of  what  species  they  were.  Some  may  b% 
land,  some  cchu,  some  minerals,  some  ships,  some  money,  sooil 
Credit,  some  labour,  some  copyrights,  some  shares  in  commercial 
companies.  Now  iiiere  can  be  but  Oke  Cause  of  Value  for  them 
alL  We  have  demonstrated  that  DEMAim  is  the  single  General 
Caose  of  the  Value  of  all  Economic  Quantities  ;  and  this  at  once 
annihilates  the  Mae  distinctions  between  the  Causes  of  Value  of 
different  species  which  have  been  made  by  Economists. 

Having  thus  obtained  these  independent  Economic  Quantities, 
ihe  purpose  of  the  science  is  to  discover  the  General  Law  which 
governs  the  variations  of  their  Exchangeable  Relations.  And  by 
the  principle  of  the  Continuity  of  Science,  this  Law  must  be 
investigated  in  a  manner  conformable  to  the  general  Theory 
of  Variable  Quantities  in  General.  For  if  not,  the  whole  of 
Mathematical  and  Physical  Science  is  shaken  to  its  foundations* 

24.  Now  let  A  and  B  be  any  two  Quantities  whatever,  sup- 
posed perfectly  general :  it  is  quite  clear  that  their  exchangeable 
relations  are  contained  in  the  following  limits : — 

00  A  =    0  B 
&c.  «=    &c 
2  A    =    i  B 

A    =    B 
i  A    =    2  B 
&c.  =    &c. 
0  A    =    00   B 


110     THEORY  AND  FRACTICB  OF  BANKING. 

which  may  each  yary,  if  we  snppose  the  variation  to  take  place 
in  one  of  them  first,  the  other  remaining  the  same,  its  Value 
would  be  influenced  hjfour  causes : 
It  would  Increase  in  Value — 

1.  From  a  Dminution  in  Quantity. 

2.  From  an  Increase  of  Demand. 
It  would  Diminish  in  Value — 

1.  From  an  Increase  of  Quantity. 

2.  From  a  Diminution  of  Demand. 

Now  as  the  variations  of  the  other  Quantity  will  be  influenced 
by  the  same  four  causes :  it  is  quite  clear  that  the  variations  of 
both  Quantities  will  be  influenced  by  eight  independent  causes, 
and  if  these  be  connected  in  the  form  of  an  Algebraical  Equation, 
that  wiU  manifestly  be  the  true  General  Equation  of  Economics. 

This  General  Equation  must  manifestly  comprehend  the  whole 
science ;  and  as  it  contains  no  less  than  EIGHT  Independent 
Variables,  it  at  once  shews  the  extremely  complicated  nature  of 
the  science. 

The  &ct  is  that  the  Law  of  Supply  and  Demand,  of  which  the 
above  extract  from  Lord  Lauderdale  is  the  ftill  expression,  is 
admitted  by  all  Economists  to  be  true  when  the  price  of  things 
is  very  low  ;  and  it  is  also  admitted  to  be  true  when  the  price  is 
very  high.  No  other  Law  whatever  but  that  of  Supply  and 
Demand  operates  at  the  extremes  of  prices  :  and  therefore  it  is 
manifest  by  the  Law  of  Continuity,  that  all  intermediate  prices 
must  be  governed  solely  by  the  same  Law  of  Supply  and  Demand. 

It  is  quite  manifest  that  the  above  is  the  true  General  Equation 
of  Economics  ;  and  the  whole  science  must  be  constructed  taking 
that  Equation  as  the  bafiis. 

In  obtaining  this  general  expression  we  have  followed  the 
method  usual  in  all  physical  science.  We  have  obtained  the 
Independent  Variables,  and  they  are  connected  by  a  General  Law, 
or  Formula.  This  insures  certainty  to  the  science.  But  it  is  in 
the  last  point  that  the  real  difficulty  arises,  namely  in  giving 
precision,  or  numerical  amounts,  to  the  Coefficients.  It  is  difficult, 
probably  impossible,  to  say  what  numerical  variations  in  supply 
and  demand  produce  certain  numerical  variations  in  price.  This 
has  been  attempted  in  some  cases,  afi  that  of  com,  but  it  is 
manifestly  impossible  to  obtain 'exact  numerical  data. 

It  is  this  difficulty,  or  rather  let  us  say  the  entire  impossibility 
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of  giving  exact  nmnerical  values  to  the  Coefficients^  that  makes 
many  writers  suppose  it  impossible  to  make  Economics  an  exact 
science.  It  is  sometimes  supposed  that  for  a  science  to  be  an 
**  exact "  one,  it  is  necessary  that  its  Laws  be  capable  of  precise 
quantitative  statement.  This,  however,  is  an  error  which  has 
been  specially  noticed  by  Comte,  who  well  points  out^  the  differ- 
ence between  certainty  vlVl^  precision  in  science.  To  constitute  an 
exact  science  it  is  not  necessary  that  its  laws  can  be  ascertained 
with  numerical  precision,  but  only  that  the  reasoning  be  exact,  or 
certain.  He  says  that  a  dangerous  prejudice  has  sprung  up  that 
because  the  precision  of  different  sciences  is  very  unequal,  that 
therefore  their  certainty  is  so  too.  This  tends  much  to  discourage 
the  study  of  the  most  difficult.  Precision  and  certainty  are  per- 
fectly distinct.  An  absurd  proposition  may  be  very  precise,  as, 
for  instance,  that  the  angles  of  a  triangle  are  equal  to  three  right 
angles.  On  the  other  hand  a  certain  proposition  may  not  be  pre- 
cise, as  that  a  man  will  die.  Hence,  although  the  different  sciences 
may  vary  in  precision,  that  does  not  affect  their  certainty.  This 
observation  applies  very  forcibly  to  Economics.  Many  persons  are 
apt  to  despise  it,  and  think  there  is  nothing  in  it,  because  it  does 
not  bring  out  its  results  with  the  same  numerical  precision  as 
those  of  Mathematics.  This,  however,  is  a  grievous  mistake.  In 
Economics  the  causes  of  phenomena  can  be  ascertained  with 
positive  certainty,  and  if  we  want  to  produce  any  given  effect,  the 
proper  method  of  producing  it  can  be  pointed  out  with  absolute 
certainty.  This  is  all  that  is  necessary  to  constitute  it  an  exact 
science ;  because  the  method  of  producing  the  result  being 
pointed  out  with  certainty,  it  may  be  followed  until  the  required 
result  is  produced. 

27.  In  considering  this  general  Equation  of  Economics  we 
see  the  application  of  Bacon's  aphorism^ — •*  That  which  in  Theory 
is  the  Cause  in  Practice  is  the  Rule."  No  other  Quantities  but 
Demand  and  Supply  appear  on  the  face  of  the  Equation.  We 
therefore  learn  that  no  other  Causes  influence  Value,  or  changes  of 
Value,  but  Intensity  of  Demand  and  Limitation  of  Supply.  We 
learn  that  neither  Labour,  nor  Cost  of  Production,  nor  anything 
else,  can  have  any  direct  influence  on  Value :  and  that  if  they 
have  any  indirectly,  it  can  only  be  by,  and  through,  the  means 

*  IfUroductum,  '  Nov.  Org.,  Book  /.,  Apk.  3. 
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of  altering  the  Demand  or  the  Sapply :  so  that  no  change  of 
Labour,  or  Cost  of  Production,  can  have  any  influence  on  Value 
unless  they  are  accompanied  by  a  change  in  Demand  and  Supply. 
The  great  practical  importance  of  these  considerations  ^ill 
apttear  hereafter. 

28.  But  although  there  can  be  only  one  General  Theory 
which  governs  all  cases,  yet  there  may  be  many  phenomena, 
and  many  classes  of  phenomena,  in  which  other  causes  may 
modify,  vary,  and  even  overpower  and  reverse  the  General  Law. 
Thus  it  is  a  General  Law  that  bodies  will  fall  to  the  earth  :  but  in 
the  special  case  of  a  balloon  inflated  with  gas  hghter  than  air  it 
wiU  ascend  from  the  earth.  Now,  no  one  doubts  that  the  Law  of 
Gravity  acts  on  the  balloon  to  draw  it  towards  the  earth  :  but 
yet  in  this  special  case,  the  force  of  the  lighter  gas  overpowers 
the  force  of  gravity,  and  makes  the  balloon  ascend  through  the 
denser  medium. 


CHAITES  ni. 


THE  THi»2T  OF  THE  OjKAGE. 


nfrkc  hiTit  t«ei  zaed  5:r  *Lb  pcrrioee  It  £2^»&s 

the  greases  urnsu^v.  aai  of  tbes&.  govd.  s^t^t.  sad  ccccvr, 
haTe  been  ctJeSj  p?»f -arsd. 

Gold  ftfid  slT-er,  bovrrer.  in  m  perkc^r  pcrp  sue  ar^  u«>  joft  7» 
be  D9ed  for  thss  pcrpoie.  lai  it  i§  z^eceassTj  u>  mrx  toex  eAtr 
BKial  whh.  ihsn  lo  Lmiec  ihos.  vbich  is  cmZkd  aJjor.  Rr  a 
^^wmiirAl  lav.  vbecfe7^  nro  aeca^s  are  mixed  tasrefiiker*  the 
oompoand  is  htr^  ihMn  Aiber  of  ihetn  in  a  pcn»  sta:e. 

Gold  and  sCrer  in  tbe  sass  u?  calkd  BcLXiox.  which,  of 
coarse^  mar  be  cpf  dfif^reni  dr^irses  of  fiDeQes&  Bsi  as  the  b«« 
of  all  cocnines  in  which  bcZ>oa  i$  c«ned  into  mooeT  dedoe  the 
qnantitr  of  aOor  to  he  Tr.JTfd  with  ihe  f<cxre  metaL  ve  shaD  ise  the 
word  BaHioo  to  isean  goi-i,  or  sirer.  in  the  mas.  mixed  with  such 
a  profjortion  of  aljoT  as  is  ordered  bj  law,  so  as  to  be  fit  to  be 
coined. 

Some  natkns  hare  osed  BoEioa  as  a  drcnlating  mediom :  bol 
the  mercfaants  of  those  natioos  were  obliged  to  ctrrr  aboot  with 
them  scales  and  weights  to  weigh  oct  the  l-oUioD  on  each  occasioii. 
This  was  nsoal  amonsr  the  Jews.  In  some  coontries  it  is  necessarr 
both  to  weigh  and  asaj  the  l:*aIIion  a:  each  operation,  which,  of 
course,  is  a  great  impediment  to  commerce. 

Other  nations  adc^  a  nMHe  convenient  practice.  Ther  diride 
the  bnIlK>n  into  pieces  of  a  certain  definite  weight,  and  i^Kx  some 
poblic  stamp  npon  it  to  cerd^  to  the  public  that  these  pieces  are 
of  a  certain  fixed  weight  and  fineneas,  and  thej  give  them  certun 
names,  bj  which  ther  are  commonly  known.  These  pieces  of 
bullion,  with  a  public  stamp  npon  them  to  certify  their  weight  and 
ftf^CTfany  and  caJkd  by  a  pnUicly-reoognised  name,  and  intended 
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to  be  used  for  the  parposes  of  (XHnmerce  withont  farther  examina' 
iion,  are  called  Coins. 

It  may  ahnoet  ai^)ear  saperfiuous  to  remark  that  this  stamp,  or 
certificate,  in  no  way  affects  the  valaeof  the  metal,  or  the  quantity 
of  things  it  will  exchange  for.  Its  only  object  is  to  save  the 
tronble  of  weighing  and  assaying  the  bnllion  in  commercial 
transactions.  Nor  can  the  tumte  of  the  coin  in  any  way  affect  its 
paluei  Values,  it  is  true,  are  estimated  in  the  number  of  these 
pieces  of  bullion  or  coins,  but  it  is  perfectly  dear  tiiat  it  is  neces- 
sarily implied  in  the  bargain  that  these  cdns  contain  a  certain 
definite  quantity  of  bullion. 

Nevertheless^  although  this  seems  so  perfectly  dear,  it  is  a 
confusion  on  this  point  which  is  at  the  root  of  all  the  extravagances 
of  the  currency  question,  which  have  so  long  vexed  the  public  ear. 
They  ahnost  aJl  arise  from  confounding  the  name,  or  denomination 
of  a  coin,  with  its  value,  its  name  with  its  purchasing  power  ;  and 
fh)m  supposing,  that  if  the  Legislature  chose  to  call  a  skilUng  a 
found,  that  therefore  a  shilling  would  have  the  value  of  a  pound. 
Any  one  who  will  brand  on  his  mind  the  simple  principle,  that 
although  the  stamp  gives  the  coin  currency,  it  is  the  weight  of 
bullion  alone  which  gives  it  value,  will  be  able  to  steer  his  course 
safely  throu^  all  the  shoals  and  quicksands  of  monetary  contro- 
versies. 

We  shaQ  see  in  a  future  chapter  that  calling  the  reader's  atten- 
tion to  these  self-evident  truths^  is  not  so  superfluous  as  it  may 
appear  at  present. 

It  is  also  perfectly  evident^  that  if  this  process  of  stamping 
bullion,  and  so  turning  it  into  coin,  is  done  free  of  all  expense,  at 
the  will  of  any  one  who  chooses  to  present  bullion  and  demand  to 
have  it  stamped,  and  also  without  any  delay,  the  value  of  the  metal 
as  bullion  must  be  exactly  the  smne  as  the  value  of  t^e  metal  as 
ooin. 

If,  however,  a  charge  is  made  for  the  wc^kmanship,  or  if  any 
tat  is  levied  on  changing  the  metal  from  one  form  into  the  other, 
or  if  a  dday  takes  place  in  doing  so,  there  will  be  a  difference 
between  |the  value  of  t^e  metal  as  bullion  and  as  ccnn,  and  this 
difference  will  manifestly  be  the  charge  for  tiie  worknmnship,  the 
toiount  of  the  tax,  ^nd  the  quantity  of  interest  accruing  during 
the  period  of  delay. 

These>  however^  are  all  fixed,  or  constant  quantities,  which  may 
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be  ascertainedy  and  they  form  the  limits  of  the  variation  of  the 
metal  in  one  form  from  its  value  in  the  other. 

In  the  following  remarks  we  shall  assmne  that  there  is  no  charge 
for  the  workmanship  of  coining,  no  tax  upon  it,  and  no  delay  in 
doing  it,  no  obstruction,  in  short,  of  any  sort  to  changing  the  metal 
from  one  form  to  the  other. 

If  in  any  particular  cases  obstructions  should  occur,  of  course, 
the  necessary  corrections  must  be  made  throughout  the  course  of 
the  following  reasonings. 

Upon  the  assumptions,  then,  above  stated,  we  have  this 
fundamental  principle  of  the  coinage  : — 

Any  quaniiiy  of  metal  in  fhe  form  of  Bullion  must  he  exactly 
of  the  same  Value  as  the  same  quantity  of  metal  in  the  form  of 
Coin, 

In  the  case  of  the  Coinage  of  England  no  charge  of  any  sort  is 
made  for  coining  gold  bullion ;  but  as  a  considerable  delay  may 
take  place  before  any  one  who  brings  Bullion  to  the  Mint  can  have 
it  coined,  the  7  &  8  Victoria,  ch.  32,  §  4,  enacts  that  every 
person  may  take  bullion  of  the  legal  fineness  to  the  Bank  of 
England  ;  and  that  the  Bank  shall  be  obliged  to  give  him  Notes 
to  the  amount  of  £8  17s.  9d.,  for  every  ounce  of  such  Standard 
Bullion.  And  as  the  holder  of  Bank  Notes  may  demand  legal 
coin  for  them  at  the  rate  of  £3  17s.  lO^d.  per  ounce  ;  there  is 
thus  practically  a  difference  of  1^.  per  ounce  between  (Jold 
Bullion  and  Gold  Coin. 

On  the  Meaniny  of  the  Mint  Price  and  Market  Price 

of  Gold  and  Silver, 

2.  As  the  very  purpose  of  coining  is  to  certify  that  the  pieces 
of  bullion  are  of  a  certain  definite  weight  and  fineness,  it  is  evident 
that  any  fixed  quantity  of  bullion,  as  a  pound  weight,  must  always 
.1)6 'divided  into  a  fixed  number  of  coins. 

The  number  of  Coins  into  which  a  yiven  quantity  of  Bultum  is 
divided,  is  called  the  Mint  Price  of  that  quantity  of  Bullion. 

It  is  perfectly,  clear,  then,  that  the  Mint  Price  of  Bullion  is  a 
fixed  quantity ;  it  can  by  no  possibility  vary,  until  the  same 
quantity  of  bullion  is  coined  into  a  different  number  of  coins. 

To  alter  the  Mint  Price  of  Bullion  is  merely  an  expression  wlikk 
means  an  alteration  in  the  standard  weight  of  t/te  Coinage. 

I  2 
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To  suppose  that  the  Mint  Price  of  Bnllion  conld  vary  is 
manifestly  as  great  an  error  as  to  suppose  that  a  hundred-weight 
of  sugar  can  be  a  different  weight  from  112  separate  pounds 
weight  of  sugar,  or  that  any  quantity  of  wine  in  a  hogshead  oould 
be  different  in  quantity  from  the  same  quantity  of  wine  in  bottles, 
or  that  a  loaf  of  bread  could  alter  its  weight  by  being  cut  up  into 
slices. 

Until  recent  times,  when  more  attention  has  been  paid  to  the 
state  of  the  coinage,  these  coins  might  circulate  for  a  considerable 
time  in  a  couQtry,  and  lose  much  of  their  weighty  without  losing 
their  value.  People  were  so  accustomed  to  attach  a  certain  value 
to  the  sight  of  a  particular  coin  that,  unless  they  were  money 
dealers,  they  did  not  stop  to  inquire  too  curiously  whether  it  was 
exactly  of  the  proper  weight  or  not.  In  fact,  when  a  coinage  has 
been  some  time  in  use,  few  people  know  what  the  legal  weights  of 
the  coins  are.  Many,  for  instance,  do  not  associate  the  idea  of  a 
pound  with  any  particular  weight  of  bullion,  and  thus,  in  exchange 
for  commodities  and  services,  coins  may  pass  at  their  nominal 
value  for  a  considerable  time  after  they  have  lost  much  of  their 
weight.    Thus  Shakespeare  says  {Cymbeline,  Act  v.,  Sc.  iv.)  : — 

**  'Tween  man  and  man,  they  weigh  not  every  stamp, 
Though  light,  take  pieces  for  the  figure's  sake.'* 

When  coin  has  been  some  time  in  circulation,  it  must  necessarily 
lose  much  of  its  weight  from  the  wear  and  tear  of  circulation,  even 
if  it  be  not  subjected  to  any  bad  practices,  such  as  clipping,  which 
used  to  proceed  to  a  great  extent  in  this  country  formerly,  as  will 
be  shewn  a  little  farther  on.  So  late  as  1816,  when  the  last  great 
reformation  of  the  coinage  took  place  in  England,  the  greater  part 
of  the  metallic  circulating  medium  was  nothing  but  a  thin  wafer 
of  silver,  from  which  all  traces  of  an  impression  had  long  since 
vanished,  and  it  was  reduced  to  scarcely  more  than  half  its  legal 
weight. 

Coins  might  circulate  in  a  country  for  some  time  after  they  had 
lost  some  of  their  weight,  without  any  perceptible  change  in  their 
value  with  respect  to  ordinary  commerce,  but  when  they  were  given 
in  exchange  for  bullion  the  case  would  be  different.  As  the  value 
of  bullion  is  measured  weight  for  weight  with  the  coins,  it  is  clear 
that  if  the  coins  have  lost  their  weight,  a  greater  number  of  them 
must  be  given  to  purchase  any  amount  of  bullion  than  if  they  are 
of  full  weight.     Thus,  if  the  Mint  Price  of  silver  bullion  be 
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58.  2dy  per  onnoe^  or  if  that  be  the  qnantity  of  coin  into  which  an 
ounce  of  silver  bullion  is  cut,  then,  if  ihe  coins  have  lost  their 
proper  weight  firom  auj  cause,  it  is  clear  that  more  than  5s.  2d. 
must  be  given  to  purchase  an  ounce  of  bullion.  It  may  perhaps 
require  Gs.,  or  even  more,  to  buy  an  ounce  of  bullion. 

Now,  the  quantity  of  coin  at  its  full  legal  weight,  which  is  equal 
to  a  given  weight  of  bullion,  is  called  its  Mint  Price,  but  the 
quantity  of- the  current  coin  which  is  equal  to  it  in  weight  is 
CEkUed  the  Market  Price  ;  and  as,  if  the  coins  are  diminished  in 
weight,  more  of  them  must  be  given  than  if  they  are  of  full 
weight,  the  Market  Price  will  apparently  be  higher  than  the  Mint 
Price,  and  this  is  called  a  Rise  of  the  Market  Price  above  the  Mint 
Price, 

This  expression,  however,  has  given  rise  to  much  error.  The 
plain  meaning  of  it  clearly  is,  that  six  of  the  current  coins  are  only 
equal  to  what  5s.  2d.  ought  to  be,  which  merely  means  that  the 
current  coinage  is  deficient  by  l-6th  of  its  legal  weight.  Thus,  in 
reality,  we  see  that  it  is  perfectly  clear  that  the  rise  of  the  Market 
Price  is  due  to  the  depreciatiok  of  the  coinage. 

Hence  we  obtain  this  fundamental  law  of  the  coinage — 

When  the  Market  Price  of  Bullion  rises  above  the  Mint  Price, 
the  excess  is  the  proof  and  the  measure  of  the  Depreciation  of  the 
Coinage, 

In  fact,  this  apparent  rise  of  the  Market  Price  is  due  to  just  the 
same  cause  as  has  made  the  Mint  Price  of  silver  bullion  apparently 
rise  from  £1  in  the  days  of  William  the  Conqueror,  to  £3  2s.  in 
the  present  day.  It  is  merely  that  the  same  quantity  of  bullion 
is  cut  into  a  greater  number  of  pieces,  and,  consequently,  each 
piece  must  be  proportionally  diminished  in  weight,  or  depreciated. 

The  Market  Price  of  bullion  could  never  fall  below  the  Mint 
Price,  unless  there  was  more  bullion  in  the  coins  than  there  ought 
to  be,  and,  of  course,  in  such  a  case,  the  difference  in  the  Mark# 
price  below  the  Mint  Price  would  be  the  proof  and  the  measuraof 
the  excess  of  the  coins  above  their  legal  weight. 

If  the  coinage  of  a  country  fall  into  a  degraded  state,  from  long 
wear  and  tear,  and  a  new  coinage  of  full  weight  be  issued,  and 
allowed  to  circulate  along  with  it,  one  of  two  effects  must  inevit- 
ably follow.  Either  those  persons  who  have  commodities  to  sell 
will  make  a  difference  in  the  nominal  price  of  articles,  according 
as  they  are  paid  in  the  full  weighted  or  the  degraded  coin,  that 
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isy  the  degraded  coin  will  be  at  a  discotmt  as  compared  to  the 
heavy  coin :  or,  if  there  be  a  law  to  prevent  this,  and  to  make 
both  pass  at  the  same  valae,  bnllion  dealers  will  immediately 
collect  all  the  fall-weighted  coins  they  can,  and  melt  them  down 
into  bullion,  or  export  them ;  so  that  the  new  coinage  will  quickly 
disappear  from  circulation. 

If  persons,  in  selling  their  goods,  are  paid  in  light  coin,  as  they 
wish  to  secure  a  certain  weight  of  bullion  in  exchange  for  them, 
they  would,  of  course,  require  a  larger  number  of  the  light  pieces 
than  of  the  heavy  ones,  so  that  prices  would  apparently  rise  if  paid 
in  light  money.  In  such  a  state  of  things,  the  prices  of  goods  are, 
in  a  certain  sense,  fictitious — a  number  of  light  pieces  are  presumed 
to  have  the  same  value  as  the  same  number  of  heavy  ones.  The 
weight  of  bullion  given  in  exchange  for  commodities,  is  expressed 
in  a  greater  number  of  figures  than  it  ought  to  be,  and,  if  the  law 
prevents  any  difference  being  made  between  heavy  and  light 
pieces,  the  same  number  of  heavy  pieces  will  purchase  no  more. 
This  is  as  great  an  anomaly  in  commerce,  as  it  would  be  to  say  in 
arithmetic  that  three  were  equal  to  four.  But  the  consequence  is 
very  plain.  If  four  pieces  of  coin  will  only  purchase  as  many 
commodities  as  three  ought  to  do,  no  one  will  turn  bullion  into 
coin  at  so  great  a  disadvantage.  On  the  contrary,  as  bullion  would 
diminish  so  much  in  value,  it  would  be  sent  to  other  countries, 
where  it  would  purchase  a  greater  amount  of  commodities. 
During  the  degraded  state  of  the  coinage  during  the  last  century, 
the  Market  Price  of  silver  always  considerably  exceeded  the  Mint 
Price.  Adam  Smith  says  that  the  Market  Price  of  silver  ranged 
from  5s.  4d.  to  58.  8d.  an  ounce  before  the  re-coinage.  And  we 
find  it  stated  in  the  second  Report  of  the  Lords'  Committee  of 
Secrecy  in  1797,  p.  257 : — "  But  as  the  Mint  Price  of  silver 
bullion  has  been,  during  nearly  the  whole  of  the  present  century, 
considerably  less  than  the  Market  Price  of  this  precious  metal,  the 
silver  bullion  imported  could  not  be  converted  into  coin,  but, 
"having  left  a  quantity  sufficient  for  the  use  of  our  manufacturers, 
must  have  again  been  exported,  and  did  not  contribute  in  the 
smallest  degree  to  augment  the  coin  of  this  kingdom."  Moreover, 
as  every  one  would  try  to  pay  his  debts  in  the  cheapest  medium, 
or  at  the  least  expense  to  himself,  it  is  evident  that  he  would 
always  try  to  pay  them  in  the  worst  coins  in  circulation,  and  he 
would  either  hoard  the  good  coins,  or  send  tliem  to  foreign 
countries. 
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If,  while  the  Bank  of  England  were  sabject  to  their  present  law 
of  being  compellable  to  pay  notes  in  exchange  for  bnllion,  at  their 
present  rate,  the  Market  Price  of  bnllion  were  to  rise  above  the 
Mint  Price,  it  would,  in  a  short  time,  be  fatal  to  the  Bank  ;  for 
while  their  notes,  which  represent  coin,  would  only  buy  a  diminished 
quantity  of  bullion,  they  would  be  compellable  to  pay  full  weight 
for  them,  a  process  which  would  evidently  exhaust  their  bullion,  for 
nobody  would  be  content  to  have  bank  notes  in  his  possession  which 
would  only  pass  for  15s.  in  the  open  market,  when  he  could  compel 
the  Bank  to  give  him  20s.  for  it  Such  a  state  of  things  would, 
therefore,  necessarily  cause  a  run  upon  the  Bank,  which  would  not 
stop  while  any  of  its  notes  remained  out,  or  until  the  value  of  the 
note  was  restored  to  par.  It  was  such  a  state  of  things  which,  we 
shall  see,  compelled  the  Bank  to  stop  payment  in  1697,  three  years 
after  it  was  founded.  The  Bank  received  all  the  worn  and  clipped 
coins  at  their  full  nominal  value,  and  gave  their  notes  in  exchange 
for  them  ;  when  the  new  coinage  came  out,  they  were  called  upon 
to  pay  these  notes  in  the  new  coinage,  which,  of  course,  produced 
a  great  demand  upon  them,  which  compelled  them  to  stop.  And 
the  same  state  of  things  was  grievously  felt  about  1774,  and  is  the 
true  explanation  of  the  difficulties  mentioned  by  Adam  Smith, 
which  he  attributes  to  over-issues  by  the  Bank. 

During  Sir  Robert  Peel's  administration,  in  1844,  the  currency 
was  beginning  to  exhibit  symptoms  of  depreciation  from  its  wear 
and  tear.  Owing  to  the  effective  measures  taken  by  him,  it  is  now 
almost  universally  of  full  weight,  and  the  deficiency  in  most  cases 
i&  so  slight,  that  it  is  not  observable  in  ordinary  transactions. 
The  Bank  of  England,  however,  warned  by  experience,  weighs 
rigidly  every  single  sovereign  paid  in  by  its  customers,  and  does 
not  credit  them  with  more  than  its  intrinsic  weight  as  bullion. 
Other  banks  in  London  find  it  impossible  to  maintain  the  same 
strictness  with  their  customers,  so  that,  if  they  pay  the  money  they 
receive  in  the  course  of  their  business  into  their  account  with  the 
Bank  of  England,  they  generally  incur  some  loss. 

These  considerations  lead  us  to  a  fundamental  and  universal 
law  in  Economics,  which  has  been  found  to  be  true  in  all 
countries  and  ages — That  bad  money  drives  out  good  money  from 
drculaiion ;  or,  as  it  it  expressed  in  an  anonymous  pamphlet,  A 
reply  to  tiie  Defence  of  tlw  Bank,  setting  forth  the  unreasonableness 
of  their  slow  payments.    London,  1696  : 
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**  When  two  sorts  of  coin  are  current  in  the  same  nation  of  like 
value  by  denaminatien,  but  not  intrinsically,  that  which  has  the  least 
value  will  he  current,  and  the  other  as  much  as  possible  will  be 
hoardedy*  or  exported,  we  may  add. 

The  fact  of  the  disappearance  of  good  coin  in  the  presence  of 
bad,  was  noticed  by  Aristophanes ;  and  was  long  the  pnzzle  of 
financiers  and  stat^nnen,  who  continned  to  issue  good  coin  from 
the  Mint,  and  were  greaUy  perplexed  by  its  inunediate  disappear- 
ance, till  Sir  Thomas  Gresham  explained  the  canse,  whence  we 
have  called  it  Gresham's  Law  of  the  Currency. 

This  law  is  of  such  fundamental  importance  in  Economics, 
viz..  That  good  and  bad  coin  cannot  circulate  together,  but  the  bad 
coin  will  drive  out  the  good,  that  it  may  be  interesting  to  quote  the 
passage  which  contains  the  earliest  notice,  that  we  are  aware  of,  of 
the  phenomenon.  During  the  extreme  distress  caused  by  the 
Peloponesian  war,  Athens  had  for  the  first  time  issued  a  debased 
gold  coinage  ;  the  consequence  was  that  the  good  coin  immediately 
disappeared  from  circulation.  Aristophanes,  Frogs,  765,  says — 
"  The  State  has  very  often  appeared  to  us  to  be  placed  in  the  same 
position  towards  the  good  and  noble  citizens  as  it  is  with  regard  to 
the  old  currency  and  the  new  gold ;  for  we  make  no  use  at  all, 
either  at  home  or  abroad,  of  those  which  are  not  adulterated,  but 
the  most  beautiful  of  all  money,  as  it  would  seem,  which  are  alone 
well  coined  and  ring  properly,  but  of  this  base  copper,  struck  only 
yesterday,  and  recentJy,  of  a  most  villainous  stamp.  And  such  of 
the  citizens  as  we  know  to  be  well-bom  and  prudent  and  honorable 
gentlemen,  and  educated  in  the  palsestra,  and  chorus,  and  liberal 
knowledge,  we  insult.  But  the  impudent  and  foreigners,  and  the 
base  bom,  and  the  rascals,  and  the  sons  of  rascals,  and  those  most 
recently  come,  we  employ."  This  law,  thus  first  noticed  by 
Aristophanes,  has  been  found  to  be  trae  in  every  age  and  country. 

It  is  also  from  the  same  principle  that  a  paper  currency  is 
invariably  found  to  expel  a  metallic  currency  of  the  same  denomi- 
nation from  circulation.  And  to  show  the  generality  of  the 
principle,  it  was  found  in  America  that  when  a  depreciated  paper 
currency  had  driven  coin  out  of  circulation,  and  a  still  more 
depreciated  paper  currency  was  issued,  the  more  depreciated  paper 
drove  out  the  less  depreciated  from  circulation. 

It  may,  perhaps,  be  worth  while  to  advert  to  an  error,  which  is 
by  no  means  unfrequent.    Some  writers  contend  against /ictn//  the 
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price  of  gold,  as  it  is  called.  It  is  now  acknowledged  by  every  one 
that  it  is  a  great  Economical  error  to  attempt  to  fix  the  price  of 
any  articles.  Some  writers  contend  that  it  is  an  eqnal  error  to  fix 
the  price  of  gold.  But  those  who  do  so  overlook  a  very  important 
consideration.  The  word  "  price,"  except  in  the  single  instance, 
*'  Mint  Price,"  always  denotes  the  quantity  of  one  article  which  is 
used  as  a  measure  which  is  given  for  another  article  of  a  different 
nature.  Thus  we  say  that  the  price  of  a  bushel  of  com  is  6s., 
when  the  silver,  the  substance  of  which  shillings  are  composed,  is 
of  a  different  nature  firom  coin.  But,  in  the  expression  Mint 
Price  of  bullion,  it  always  means  the  value  of  bullion  expressed 
in  coin  of  the  same  metal.  Thus  the  Mint  Price  of  gold  bullion 
means  its  price  expressed  in  gold  coin,  and  the  Mint  Price  of  silver 
bullion  means  its  price  expressed  in  silver  coin. 

These  considerations  shew  that  so  long  as  the  coins  retain  their 
full  legal  weight,  the  Market  Price  of  bullion  can  by  no  possibility 
vary  from  its  Mint  Price.  If  the  law  requires  an  ounce  of  gold  to 
be  coined  into  £3  17s.  10^.,  so  long  as  the  coins  contain  their 
proper  weight,  it  can  make  no  difference  in  the  Market  Price 
whether  gold  becomes  as  plentiful  as  iron,  or  as  scarce  as 
diamonds,  for  the  money  always  continues  of  the  same  weight, 
whatever  be  the  abundance  or  the  scarcity  of  bullion.  The  value 
of  gold  may  vary  with  respect  to  other  things  ;  it  may  purchase 
more  or  less  bread,  or  meat,  or  clothes,  or  anything  else  at  one 
time  than  another  ;  but  it  is  absolutely  impossible  that  its  value  in 
bullion  can  differ  from  its  value  in  coin.  To  suppose  that  it  could, 
would  be  as  irrational  as  to  suppose  that  because  bread  became 
very  abundant  or  very  scarce,  a  loaf  of  bread  could  differ  from 
itaelf  in  weight  when  cut  up  into  slices,  or  a  cask  of  wine  differ 
from  itself  when  drawn  off  into  bottles. 

As,  however,  gold  and  silver  vary  in  value  with  respect  to  each 
other,  and  this  variation  may  proceed,  nominally  at  least,  either 
from  a  diminution  in  value  of  one  metal,  or  from  a  depreciation 
of  the  coinage,  we  are  enabled  to  devise  a  test  by  which  to  decide 
to  which  of  these  circumstances  it  is  due.  Thus,  in  the  reign  of 
William  III.,  guineas  rose  to  28s.  and  80s.,  and  silver  bullion  rose 
at  the  same  time  to  7s.  an  ounce ;  one  party  stoutly  contended 
tiiat  this  ,was  due  to  the  scarcity  of  silver.  Now,  this  argument 
was  absurd  on  the  face  of  it,  because,  if  silver  had  been  extremely 
scarce  as  compared  to  gold,  it  is  perfectly  clear  that  sUver  would 
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have  risen  as  compared  to  gold,  and  not  fallen.  That  is,  guineas 
would  [have  sold  for  less  than  28s.  and  not  more.  From  the 
figores  given  above,  this  argument  was  manifestly  self-contradic- 
tory, because,  as  compared  with  gold,  silve?:  had  apparenty  fallen 
in  value,  and,  as  compared  with  silver  money,  it  had  apparently 
risen  in  value. 

Now,  it  is  quite  clear  that  a  diminution  in  value  of  the  coin 
cannot  be  followed  by  any  difference  between  the  Market  and  the 
Mint  Price  of  bullion.  By  the  meaning  of  the  words  "Mint 
Price,"  however  plentiftil,  or  however  scarce,  gold  may  be,  an 
ounce  of  it  in  coin  must  always  be  equal  in  value  to  an  ounce  of  it 
in  bullion.  On  the  other  hand,  a  depreciation  of  the  coinage  must 
inevitably  be  attended  by  a  rise  in  the  Market  Price  above  the 
Mint  Price  of  bullion,  because,  however  plentiftd  or  scarce  gold  is, 
three-quarters  of  an  ounce  of  it  in  coin  can  never  be  equal  in 
value  to  one  ounce  of  it  in  bullion.  The  case  may  be  shortly 
stated  thus : — Guineas  may  rise  to  25s.  in  silver,  either  from  a 
depreciation  of  the  silver  coinage,  or  from  a  diminution  in  value  of 
silver.  What  is  the  test  ?  It  is  to  be  found  in  the  Market  Price 
of  silver.  If  the  silver  coinage  is  debased,  the  Market  Price  of 
silver  will  rise  above  the  Mint  Price  ;  if  it  is  diminished  in  value, 
it  will  not. 

The  Mint  Price  of  gold,  therefore,  in  its  modem  meaning,  is 
nothing  more  than  a  public  declaration  of  the  weight  of  metal  the 
law  requires  to  be  in  the  coin,  which  accidental  circumstances  have 
caused  to  be  considered  as  the  legal  measure  of  value  in  this 
country  ;  and  an  alteration  of  the  Mint  Price  of  gold  would  be 
simply  an  alteration  in  the  standard  weight  of  the  coin,  and  would 
be  the  same  thing  in  principle  as  an  alteration  of  the  standard 
yard  measure.  Those  persons  who  ridicule  the  idea  of  having  the 
Mint  Price  of  gold  fixed,  should,  if  they  be  consistent,  also  ridicule 
the  idea  of  having  the  standard  yard  measure  fixed.  Those  who 
wish  to  let  the  Mint  Price  of  gold  follow  the  Market  Price,  should 
also  contend  that  every  tradesman  should  have  his  yard  measure 
of  as  many  inches  as  he  pleases,  because  when  the  Market  Price 
of  gold  rises  above  the  Mint  Price,  it  is  precisely  analogous  to 
curtailing  so  many  inches  of  the  yard.  This  fraudulent  curtail- 
ment of  the  measure  of  value  has  never  been  done  since  Parliament 
has  been  the  chief  power  in  the  Legislature.  But  it  was  constantly 
done  in  former  times  when  the  Crown  was  more  despotic  than  it  is 
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now,  so  that  the  pound  in  the  present  day  is  curtailed  of  two-thirds 
of  what  it  was  in  William  I.*s  time. 

An  alteration  of  the  standard  is  a  direct  fraud  upon  debtors  or 
creditors,  according  as  it  is  raised  or  lowered ;  because  the  essence 
of  every  contract  is,  that  the  debtor  is  to  pay  a  certain  weight  of 
gold,  and  not  so  many  abstract  ideas  which  are  called  pounds. 
Hence,  if,  while  any  contract  is  incomplete,  an  alteration  takes 
place  in  the  weight  of  the  coins,  if,  when  it  is  fulfilled  the  debtor 
only  looks  to  the  number  of  pieces,  neglecting  their  weight,  it  is 
evidently  a  fraud  upon  the  creditor.  Suppose  a  cloth  manu&cturer 
were  under  contract  to  deliver  so  many  yards  of  cloth,  and  before 
the  deUvery  took  place,  the  law  was  to  reduce  the  yard  measure  to 
80  inches,  surely  the  purchaser  of  the  cloth  would  not  be  satisfied 
with  receiving  the  same  number  of  these  diminished  yards,  sim- 
ply because  they  were  called  "  yards,"  as  he  bargained  for.  On 
the  contrary,  he  bargained  for  a  definite  length  of  cloth,  and  if, 
when  the  law  diminished  the  yard  to  30  inches,  it  is  also  declared 
that  the  cloth  manufacturer  had  fulfilled  his  contract  when  he  had 
delivered  so  many  yards  of  this  curtailed  measure,  it  would  be 
clearly  a  fraud  upon  the  purchaser. 

It  is  clear,  however,  that  this  fraud  and  injustice  would  only 
extend  to  existing  contracts.  If  the  law  were  to  reduce  the  yard 
in  that  manner,  all  contracts  made  subsequently  to  that  law 
would  adapt  themselves  to  it,  and  the  injustice  would  be  just  the 
more  severe  in  proportion  to  the  number  and  amount  of  con- 
tacts existing  when  the  change  took  place.  But  suppose  that, 
while  the  legal  yard  continued  to  be  36  inches,  from  the  inatten- 
tion of  Government  to  send  round  proper  inspectors  of  measures, 
tradesmen  had  become  so  fraudulent  as  to  cut  off  gradually 
several  inches  from  their  yard  measure,  and  suppose  that  this 
was  done  so  openly  and  universally,  that  numerous  contracts 
were  entered  into,  in  these  measures,  which  were  known  by  both 
parties  to  be  below  their  legal  length,  so  that  contracts  were 
subsisting  that  were  made  both  in  the  proper  measure  and  in  the 
diminished  measure.  Now,  suppose  that  the  (Government  being 
suddenly  roused  from  its  inattention,  determined  to  enforce  the 
legal  length  of  the  yard  measure,  it  might  become  a  question  of 
some  perplexity  to  decide  whether  equity  would  be  more  satisfied 
by  enforcing  a  general  return  to  the  original  legal  standard,  or 
by  lowering  the  legal  standard  to  the  average  length  of  the  yard 
in  use. 
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In  oonclnding  this  parfc,  we  need  only  obserre  thafc  its  prin- 
ciples are,  of  conrse,  subject  to  great  modifications  when  obstacles 
are  interposed  to  the  conversion  of  bullion  into  coin.  And  that 
in  several  instances  the  value  of  bullion  has  differed  immensely 
from  the  same  quantity  in  coin.  In  the  Eastern  Archipelago, 
for  instance,  Spanish  pillar  dollars  had  long  an  almost  exclusive 
currency.  The  people  had  such  confidence  in  them,  and  were  so 
accustomed  to  their  use,  that  they  would  take  nothing  but  them  ; 
and  as,  of  course,  they  were  only  coined  in  Spain,  when  the 
supply  of  them  was  deficient  in  the  East,  bullion  fell  to  an  im- 
mense discount  as  compared  with  the  dollars.  The  very  same 
thing  happened  in  the  Australian  Colonies  soon  after  the  gold 
discoveries,  before  mints  were  established  there.  Sovereigns 
could  only  be  coined  in  England,  and  there  were  no  means  of 
converting  the  gold  into  currency  without  sending  it  to  England 
to  be  coined.  Gk)ld,  consequently,  fell  to  an  immense  discount 
as  compared  with  sovereigns.  After  some  time,  however,  mints 
were  erected  in  several  of  the  colonies,  and  a  plan  was  adopted 
of  issuing  notes  in  exchange  for  bullion,  and  this  difference  was 
inmiediately  rectified. 


What  is  a  Pound  f 

8.  In  the  currency  discussions  during  the  great  war,  many 
curious  notions  were  started  as  to  what  a  "Pound"  is.  Sir 
Robert  Peel  asked  the  question — "  What  is  a  Pound  ?  " — and  he 
found  many  who  could  give  him  no  answer.  There  are  a  good 
many,  we  suspect,  who  do  not  know  how  a  certain  weight  of 
gold  bullion  came  to  be  called  a  "Pound."  We  shall  now 
explain  this. 

The  original  measure  of  value  in  France,  England,  and  Soot- 
land,  was  the  pound  weight  of  silver  bullion.  No  coin,  however, 
of  this  actual  weight  was  ever  struck.  But  the  pound  weight  of 
bullion  was  divided  into  240  coins  called  pence.  Twelve  of  these 
pence  were  called  a  shilling,  or  solidus,  and,  therefore,  twenty 
shillings,  or  solidi,  made  a  pound.  These  240  pence  actually 
weighed  a  pound  of  bullion. 

Now,  let  us  denote  the  pound  weight  of  metal  in  the  form  of 
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bnllion  by  the  symbol — ^Ib.,  and  the  pound  weight  of  metal  in  the 
form  of  coin  by  the  symbol  £.    Then  we  have  : — 

240  pence  «  20  shillings  -=  1  £  -=  1  lb. 

Now,  it  is  perfectly  clear  that,  if  the  pound  weight  of  bullion 
were  divided  into  a  greater  number  of  pieces  than  240,  that 
greater  number  would  still  be  equal  to  the  pound  weight,  and  if 
we  denoted  by  the  symbol  £,  240  pieces,  or  pence,  irrespective  of 
their  weight,  we  should  have  the  1  lb.  equal  to  1  £,  +  the  number 
of  pieces  above  240. 

Now,  this  is  what  has  been  done  in  the  coinage  of  all  the  three 
countries  above-mentioned.  The  Sovereigns  of  these  countricB 
were  frequently  in  want  of  money  to  pursue  their  various  extrava- 
gances, and,  as  they  could  not  make  more  money,  they  adopted 
the  fraudulent  and  surreptitious  plan  of  cutting  the  pound  weight 
of  bullion  into  a  greater  number  of  pieces,  but  they  still  called 
them  by  the  same  name.  By  this  means  they  gained  an  illusory 
augmentation  of  wealth.  As  they  could  not  multiply  the  quantity 
of  the  metal,  they  at  various  periods  falsified  the  certificate. 
While  they  still  called  their  coins  by  the  same  name,  they 
diminished  the  quantity  of  bullion  in  them,  and  so  coined  more 
than  the  original  number  of  pence  out  of  a  pound  weight  of 
bullion. 

The  consequence  of  this  was  very  manifest.  As  240  pence  were 
still  called  a  pound  or  £,  in  money,  whatever  their  weight  was, 
and  aj3  more  than  240  pence  were  coined  out  of  a  pound  of  bullion, 
the  £,  or  pound  of  money,  began  to  vary  from  the  lb.,  or  pound 
of  bullion.  This  falsification  of  the  certificate  increased  till  the 
time  of  Elizabeth,  when,  instead  of  240  pence,  or  20  shiUings, 
being  coined  out  of  the  pound  weight  of  bullion,  no  less  than  62 
shillings,  or  744  pence,  were  coined  out  of  it.  Then  we  have 
manifestly 

744  pence  =  62  shillings  =  £3  2s.  =  1  lb. 

Now,  as  there  are  12  ounces  in  one  pound  weight  of  bullion,  it 
is  evident  that  each  ounce  of  bullion  was  coined  into  62  pence,  and 
hence,  as  the  value  of  bullion  is  measured  by  the  ounce,  the  Mint 
Price  of  silver  was  said  to  be  5s.  2d.  the  ounce. 

Afterwards  gold  was  used  as  a  measure  of  value  concorrentlj 
with  silver,  and  gold  pieces  were  struck  and  made  to  pass  correni 
as  nearly  as  could  be  done  at  the  value  ccHreqKinding  to  the  market 
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valnes  of  gold  and  dlTer.  Thus  there  was  for  a  considerable  time 
a  double  standard. 

The  celebrated  Locke,  however,  had  pointed  out  that  a  donblc 
standard  is  improper^  and  that  there  ought  to  be  only  one 
standard  in  a  country.  Sir  Isaac  Newton  also  pointed  out  in  1717 
tliat  the  coins  were  then  improperly  rated  according  to  the  market 
value  of  gold  and  silver,  and  that  the  effect  of  this  would  neces- 
sarily be  to  drive  silver  out  of  circulation.  In  consequence  of  his 
representations,  the  value  of  the  gold  coin  was  reduced,  but  not  to 
a  sufficient  extent,  and  the  consequence  which  he  predicted  took 
place.  In  consequence  of  gold,  in  coin,  being  still  overrated,  in 
comparison  with  its  relative  market  value  to  silver,  merchants, 
during  the  course  of  the  last  century,  adopted  the  universal 
custom  of  paying  their  bills  in  gold  coin  in  preference  to  silver, 
and  thus  gold  became  gradually  to  be  considered  as  the  measure  of 
value  in  England. 

In  1816,  this  custom  was  adopted  as  the  law,  and  gold  was 
declared  to  be  the  only  legal  measure  of  value,  and  the  pound,  the 
legal  tender  or  measure  of  value,  became  the  equivalent  in  gold  of 
20s.  in  silver. 

The  pound  weight  of  gold  bullion  was  ordered  to  be  cut  into  4G 
pieces  of  the  value  of  20s.  or  £1  each,  with  a  piece  over,  equal  to 
14-20ths  and  6-12ths  of  l-20th,  or  the  Mint  Price  of  lib.  of  gold 
was  fixed  at  £46  14s.  6d. 

But,  as  the  value  of  gold  is  estimated  by  the  ounce,  the  Mint 
Price  of  gold  is  fixed  at  £3  178.  lO^d.  per  ounce,  and,  as  long  as 
the  coins  are  ordered  to  be  coined  of  the  same  weight,  the  Mint 
Price  cannot  vary. 


CHAPTEK  IV. 


THE  THEORY  OF  CREDIT. 

PKELIMINAEY  OBSERVATIONS. 

Section  I.     Investigation  of  the  Natiteb  of  Credit. 
Section  II.  On  the  Transfer  of  Credit,  ob  Debts. 
Section  III.  On  Instruments  of  Credit,  or  Debt. 
Section  IV.  On  the  Ldots  and  Extinction  of  Credit. 

TVe  have  now  arrived  at  the  subject  matter  of  this  work,  the 
exposition  of  the  great  system  of  Credit,  the  marvel  of  modem 
Ckimmerce.  What  the  Steam  Engine  is  in  Machinery,  what 
the  Differential  Calculus  is  in  Mathematics,  that  is  Credit  in 
Commerce. 

Truly  says  Daniel  Webster' — **  Credit  is  the  vital  air  of  the 
system  of  modem  commerce.  It  has  done  more,  a  thousand 
times,  to  enrich  nations,  than  all  the  mines  of  all  the  world. 
.    .    .    .    Credit  is  to  Money  what  Money  is  to  articles  of 

merchandise It  is  very  true  that  Commercial  Credit, 

and  the  system  of  Banking  aa  a  part  of  it,  does  ftamish  a  snbsti- 
fcute  for  Capital."  So  also  an  able  French  writer,  M.  Gustavo 
du  Puynode,  says* — "However  fruitful  have  been  the  mines  of 
Mexico  and  Peru,  in  which  for  a  long  time  after  Columbus, 
seemed  buried  the  fortunes  of  the  world,  there  is  yet  a  discovery 
more  precious  for  humanity,  and  which  has  already  produced  more 
wealth  than  that  of  America  :  that  is  the  discovery  of  Credit ;  a 
world  altogether  imaginary,  but  vast  as  space,  as  inexhaustible  as 
the  resources  of  the  mind." 

At  the  present  time  Credit  is  by  far  the  most  gigantic  species 
of  Property  in  this  country,  and  the  trade  in  Debts  is  beyond  aU 
oomparison  the  most  colossal  branch  of  commerce.  The  mer- 
chants who  trade  in  Debts — namely  Bankers — are  now  the 

>  Speech  in  the  Senate  of  the  United  States,  IStA  March,  1834. 
*  J)e  la  Mimnaie,  du  Credit,  et  de  VJmpU,  p.  110. 
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EnlerB  and  BegoIatorB  of  oommeroe ;  they  almost  control  the 
fortones  of  States.  As  there  are  shops  for  dealing  in  bread,  in 
fnrnitnre,  in  clothes,  in  wine,  and  in  every  other  species  of  Pro- 
perty, so  there  are  shops,  some  of  the  most  palatial  structures  of 
modem  times,  for  the  express  purpose  of  dealing  in  Credit,  or 
Debts:  and  these  shops  are  called  Banes. 

And  as  there  are  com  markets,  and  fish  markets,  and  meat 
markets,  and  many  other  sorts  of  markets,  so  there  is  a  market 
for  buying  and  selling  Foreign  Debts,  which  is  called  the  Boyal 
Exchange.  Thus  Banks  are  nothing  but  Debt  Shops,  and  the 
Boyal  Exchange  is  the  great  Debt  Market  of  Europe. 

The  description  of  the  powers  of  Credit,  given  by  Webster  and  Du 
Puynode  is  undoubtedly  trae :  but  unfortunately,  there  is  a  reverse 
to  the  medal.  If  Credit  in  modem  times,  when  rightly  used,  has 
produced  all  these  wonderful  effects,  when  misused,  it  has  produced 
catastrophes  of  corresponding  magnitude.  False  theories  of 
Credit,  and  the  abuse  of  Credit,  have  produced  monetary  cata- 
clysms, which  have  shaken  nations  to  their  foundations,  and  whose 
direful  efforts  have  only  been  equalled  by  those  of  the  volcano  and 
the  earthquake.  It  is,  therefore,  of  the  deepest  national  import- 
ance to  investigate  and  establish  the  tme  Theory  of  the  subject. 

It  was  out  of  discussions  on  the  nature  of  Credit  that  the 
modem  science  of  Political  Economy  took  its  rise,  and  yet  it  is  the 
subject  which  has  been  least  understood  by  Economical  writers. 
Considering  the  mighty  part  which  Credit  plays  in  modem 
commerce,  and  the  effects  it  has  had  for  ,weal  or  for  woe  upon 
nations,  we  should  naturally  have  expected  that  Economists  would 
have  thoroughly  worked  out  the  subject,  and  would  have  been 
unanimously  agreed  upon  its  nature  and  effects.  So  far,  however, 
from  this  being  the  case,  there  is  no  subject  whatever  on  which 
they  are  more  utterly  at  variance  with  each  other  and  with  them- 
selves. To  understand  the  subject  of  Credit  properly,  requires  a 
thorough  settlement  of  nearly  all  the  Fundamental  Conceptions  of 
Economics,  which  has  been  hitherto  almost  entirely  neglected.  It 
requires  a  thorough  knowledge  of  some  of  the  most  abstruse 
branches  of  Law  :  and  indeed  to  explain  some  cases  in  Credit,  was 
too  much  for  some  of  the  most  eminent  judges  on  the  bench.  In 
one  case  Lord  Eldon  said — "  I  think  that  I  argued  the  case  of  ex 
parte  Walker^  and  I  must  say  that  the  speculations  about  Paper 
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eertainlj  ontmn  the  grasp  of  the  wits  of  the  Courts  of  Justice. 
This  sort  of  Circulatiug  Medium  puzzled  as  able  a  man  as  ever 
sat  here — Lord  Thurlow.  ;  .  .  What  was  to  be  done  then  ? 
The  Court  was  puzzled  and  distressed.  At  last,  however,  we  came 
to  an  anchorage  in  that  case — ex  parte  Walker.  I  have  no  diffi- 
culty in  saying  that  I  never  understood  it.  I  am  satisfied  that 
though  no  doubt  the  Court  understood  that  judgment,  yet  none  of 
the  counsel  did." 

A  long  series  of  illustrious  Lawyers  whose  doctrines  were 
declared  to  be  Law  by  the  Legislation  of  Justinian,  had  brought 
the  Theory  of  Credit  to  a  state  of  absolute  perfection  at  the 
beginning  of  the  6th  century.  These  were  adopted  and  confirmed 
in  the  Reformed  Code,  called  the  Basilica  promulgated  by  the 
Basilian  Dynasty  in  the  10th  century,  which  was  the  code  of  the 
Byzantine  Empire  and  of  all  Europe,  except  England,  until  the 
capture  of  Constantinople,  and  was  sanctioned  for  the  use  of  the 
Greeks,  by  their  Mahometan  conquerors,  and  is  now  adopted  as  the 
basis  of  the  Law  of  the  modern  kingdom  of  Greece.  The  Code 
of  Justinian,  therefore,  on  the  subject  of  Credit,  was  the  Common 
Commercial  Law  of  Europe,  except  England,  and  except  where  it 
has  been  modified  by  special  legislation  in  different  countries  : 
and  all  its  principles  are  set  forth  in  the  writings  of  any  of  the 
great  continental  Jurists. 

The  stupendous  system  of  Credit  and  Banking  which  exists  in 
this  and  some  other  countries  is  merely  the  practical  exemplifica- 
tion of  the  principles  of  Credit  which  were  worked  out  by  the 
Roman  Lawyers  1300  years  ago.  But  it  is  somewhat  remarkable 
that  while  these  doctrines  may  be  found  in  all  continental  Jurists, 
they  have  never  yet  found  their  way  into  any  legal  work  in 
common  use  in  this  country.  This  chapter  is,  therefore,  devoted 
to  explaining  the  complete  Theory  of  Credit,  and  clearing  away  a 
mass  of  obscurities  and  confusions  in  which  it  has  been  involved 
by  unqualified  literary  men  writing  about  it. 

The  investigation  of  the  subject,  moreover,  opens  up  another 
most  interesting  branch  of  inquiry.  For  considerably  more  than  a 
hundred  years  Mathematicians  have  been  in  the  habit  of  calling 
Debts  "Negative  Quantities."      But  very  few  have  given  any 
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explanation  of  what  they  mean  by  calling  a  Debt  a  ^'Negative 
Quantity/'  and  those  who  have  attempted  it,  from  the  want  of 
knowledge  of  the  principles  of  Law  and  the  facts  of  conunerce, 
haye  completely  &iled  in  giving  an  explanation  which  can  be 
receiyed  as  suitable  for  Economic  Science. 

It  is  well  known  that,  though  Mathematicians  have  been  in  the 
habit  of  using  the  Algebraical  Signs  for  many  hundred  years,  it  is 
only  within  the  present  century  that  the  Theory  of  these  signs  has 
been  completely  worked  out.  "We  must  therefore  explain  the 
Theory  of  Algebraical  Signs,  and  the  principles  of  their  use  in 
Mathematics  and  Natural  Philosophy,  and  give  an  exposition 
of  the  Facts  of  Commerce,  and  then  discover  what  interpretation 
of  these  signs  is  suitable  for  the  circumstances  of  Economics. 

And  when  we  have  combined  these  three  things  together — ^an 
exposition  of  the  Facts  of  Commerce — ^an  exposition  of  the  Law 
of  Credit — and  shewn  the  application  of  the  Theory  of  Algebraical 
Signs  to  these  facts,  we  shall  find  a  most  beautiful  exemplification 
of  the  use  of  these  signs,  strictly  conformable  to  their  use  in 
Natural  Philosophy.  We  shall  find  that  the  Doctrines  of  Law, 
the  Practice  of  Commercial  men,  and  the  Theory  of  Algebraical 
Signs  perfectly  agree  with  each  other.  We  shall  be  able  to  carry 
the  Theory  of  Credit  even  to  a  greater  state  of  perfection  than  it 
was  left  by  the  Roman  Lawyers,  by  removing  an  obscurity  which 
has  been  the  theme  of  discussion  for  Theologians  and  Lawyers  for 
centuries.  And  though  we  shall  give  nothing  but  a  simple  exposi- 
tion of  the  mechanism  of  the  actually  existing  system  of  Banking 
and  Credit,  we  shall  be  able  for  the  first  time,  to  bring  Economic 
Theory  to  the  level  of  Commercial  Practice,  and  present  results 
which  will  startle  and  amaze  our  readers. 
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Section  I. 

Investigation  op  the  Nature  op  Credit. 

On  the  Definition  of  Credit. 

1.  We  have  shewn  that  the  author  of  the  Eryxias,  and  all 
modem  Economists,  Smith,  Saj,  Senior,  Mill,  and  innumerable 
others,  admit  and  declare  that  human  abilities,  energy,  skill, 
character,  &c.,  are  Wealth  :  that  is,  that  men  can  make  a  Profit 
\fj  their  use,  and  employment.  But  these  Moral  Qualities  do  not 
come  within  the  domain  of  Economics  until  they  are  actually 
brought  into  commerce.  When  these  abilities  are  exercised  in 
exchange  for  a  reward,  that  exertion  is  termed  Labour,  with 
which  we  are  not  concerned  in  this  work. 

But  these  Moral  Qualities  and  character  may  be  used  for  Profit 
in  another  way  besides  being  paid  for  directly  as  Labour.  They 
may  be  employed  to  purchase  Merchandise  to  be  sold  again  with  a 
Profit,  by  giving  a  Promise  to  pay  instead  of  actual  Money  ;  and 
when  they  are  so  they  are  in  popular  language  termed  Credit. 

Thus  Demosthenes  says' — "  There  being  two  kinds  of  Property, 
Honey  and  General  Credit,  our  greatest  Property  is  Credit." 

And  also  2 — <*  If  you  were  ignorant  of  this  that  Credit  is  the 
greatest  Capital  of  all  towards  the  acquisition  of  Wealth,  you 
would  be  utterly  ignorant." 

So  Melon  says  ^ — "  To  the  calculation  of  Values  in  Money  there 
must  be  added  the  current  Credit  of  the  merchant,  and  his 
possible  Credit." 

So  also  Dutot  says^ — "Since  there  has  been  regular  commerce 
among  men,  those  who  have  need  of  Money,  have  made  Bills  or 
Promises  to  pay  in  Money.  These  Bills,  or  these  Credits,  have 
held  the  place  of  Money.  The  first  use  of  Credit  therefore  is  to 
represent  Money  by  Paper.  This  usage  is  very  old ;  the  first  want 
of  it  undoubtedly  gave  rise  to  it.    It  midUpliea  specie  considerably : 

*  Against  Leptines,  p.  464.    Rcishe'a  edit. 
*  For  PhormiOy  p.  958.        '  Essai  politique  8ur  le  Commerce^  cA,  24, 
*  Reflexions  sur  le  Commerce  et  les  Finances^  ch.  1.,  art.  10. 
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it  supplies  it  when  it  is  wanting,  and  which  would  never  be  suffi- 
cient without  this  Credit :  because  there  is  not  sufficient  gold  and 
silver  to  circulate  all  the  products  of  nature  and  art.  So  there  is 
in  commerce  a  much  larger  amount  in  Bills,  than  there  is  specie 
in  the  possession  of  the  merchants. 

^'A  well-managed  Credit  amounts  to  tenfold  the  funds  of  a 
merchant :  and  he  gains  ajs  much  by  this  Credit,  as  if  he  had  ten 
times  as  much  money.  This  maxim  is  generally  received  among 
aU  merchants. 

"  Credit  is,  therefore,  the  greatest  Wealth  to  every  man  who 


carries  on  commerce." 


So  Smith  says* — "Trade  can  be  extended  as  stock  increases, 
and  the  Credit  of  a  frugal  and  thriving  man  increases  much 
faster  than  his  stock.  His  trade  is  extended  in  proportion  to  the 
amoimt  of  both,  and  the  sum  or  amount  of  his  Profits  is  in 
proportion  to  the  extent  of  his  trade,  and  his  annual  accumulation 
in  proportion  to  the  amount  of  his  Profits.** 

So  Mill,  who  expressly  defines  Wealth  to  be  anything  which  has 
purchasing  power,  says* — "  For  Credit,  though  it  is  not  productive 
power,  is  purchasing  power" — "The  Credit  which  we  are  now 
called  upon  to  consider,  as  a  distinct  purchasing  power,  indepen- 
dent of  money." 

And  again' — "The  amount  of  purchasing  power  which  a  person 
can  exercise  is  composed  of  all  the  Money  in  his  possession,  or 
due  to  him  (*.  e,.  Bank  Notes,  or  Bills  belonging  to  him),  and  of 
all  his  Credit."  And  we  might  cite  numerous  other  passages  of 
a  similar  import  if  necessary. 

Now  this  means  that  if  a  Merchant  or  Trader  stands  in  good 
Credit,  he  can  buy  merchandise  by  giving  a  Promise  to  pay  at  a 
future  time,  instead  of  actual  money. 

But  just  as  a  man's  general  abilities  do  not  enter  into 
Economics  until  they  are  actually  exercised  in  exchange  for  a 
reward:  and  as  a  person's  Desire  to  obtain  something,  termed 
Value,  does  not  enter  into  Economics  until  an  exchange  is  actually 
made ;  so  a  merchant's  Credit  does  not  enter  into  Economics  until 
he  actually  purchases  some  thing,  and  gives  in  exchange  for  it  a 
Promise  to  pay  instead  of  actual  money. 

<   Wealth  of  Natiana,  Booh  /.,  ch.  10. 
2  Principles  of  Political  Economy,  B,  IIL,  ch,  2,  § 
3  Ibid.,  Book  III.,  ch,  12,  %  2. 
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Now,  when  sncb  a  sale  on  Credit^  as  it  is  termed,  takes  plaoe» 
the  Property  in  the  goods  passes  absolutely  to  the  buyer  as  fully 
ttid  completely  as  if  the  Price  had  been  paid  in  money.  But  at 
the  very  same  instant  that  the  Property  in  the  goods  passes  to  the 
buyer,  there  is  a  Contract,  or  Nexum^  or  Obligation,  created  between 
flie  buyer  and  the  seller,  which  consists  of  two  parts — (1)  The 
Bight  to  demand  payment  in  the  person  of  the  seller ;  and  (2) 
the  Duty  to  pay  in  the  person  of  the  buyer. 

These  two  Quantities  constitute  the  Contract,  or  the  Obligation, 
which  is  the  bond  of  Law  between  these  two  persons. 

It  may  be  necessary  to  observe  that  the  word  Obligation  is  very 
often  used  erroneously  to  mean  only  the  Duty  to  pay.  But  the 
eminent  Jurist,  Von  Savigny,  has  clearly  pointed  out  this  error.i 
The  Obligation  is  the  ho)id  between  the  two  parties :  it  includes 
Uie  Right  as  well  as  the  Duty :  in  fact  it  is  synonymous  with 
Contract. 

In  this  Contract,  or  Obligation,  the  Right  to  demand  payment 
lesiding  in  the  person  of  the  Creditor  is  termed  Credit. 

Thus  Credit  is  the  Name  of  a  kind  of  Incorporeal  Property ; 
it  is  the  lowest  form  of  an  Annuity :  it  is  an  Annuity  of  one 
term :  an  Annuity  in  general  is  the  Right  to  demand  a  series  of 
payments :  Credit  is  usually  the  Right  to  demand  a  single 
payment. 

Thus  Ortolan  says ^ — "Sous  le  premier  point  de  vue,  le  droit 
personnel  se  nomme  chez  nous  GrkDics :  chez  les  Romains  Nomen^ 
moins  g6n6ralement  Creditum  ;  et  le  sujet  actif,  k  qui  le  droit 
appartient,  Creanciery  Creditor." 

Which  passage  is  thus  translated  by  Messrs.  Prichard  and 
Nasmith — "Under  the  first  point  of  \dew  a  personal  Right  is 
called  with  us  "  Debt";  among  the  Romans  Nomen,  less  generally 
Creditum." 

Now  this  Right  is  Property :  it  may  be  bought  and  sold :  it  is 
the  Economic  Quantity  called  Credit  :  and  we  see  the  force  of 
Roman  Law — "  Pecunije  nomine,  nou  solum  numerata  pecunia, 
led  omnes  Res,  tam  soli,  quam  mobiles,  tarn  Corpora,  quam  Jura 

omtinentur " — "Under  the  term  Wealth Rights 

are  included." 

Though,  therefore,  in  popular  language  a  merchant's  Credit  is 

'  IjC  droit  des  Obligations^  ch,  1. 
'  OiiUralisation  de  droit  romains  Part  1 11.^  ch.  11,  §  196 
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often  understood  to  mean  the  general  estimation  he  is  held  in, 
and  the  power  of  purchasing  goods,  &c.,  with  his  Promise  to  pay 
instead  of  with  actual  money,  it  must  be  understood  that  this 
Credit  does  not  come  within  the  science  of  Economics  until  he 
exercises  this  power  ;  and  when  he  does  exercise  this  power,  and 
actually  buys  some  goods,  &c.,  with  his  Promise  to  pay,  it  is 
the  Promise  to  pay,  or  Right  op  Action,  which  is  created  at  the 
very  instant  of  the  transfer  of  the  Property  in  the  goods  to  him, 
which,  in  the  language  of  Law,  Commerce,  and  Economics,  is 
termed  Credit. 

Thus,  if  we  speak  of  a  Credit  in  bank,  we  mean  a  Right  of 
Action  against  the  bank  for  a  sum  of  money :  a  Letter  of  Credit 
is  a  letter  giving  its  holder  a  Right  to  demand  a  sum  of  money  : 
when  we  speak  of  Paper  Credit  we  mean  Rights  of  action 
recorded  on  paper,  such  as  Bank  Notes,  BUls  of  Exchange,  &c. 

So  Locke  says^ — "Credit,  which  is  nothing  else  but  an 
assurance  of  money  in  some  short  time." 

It  is  sometimes  supposed  that  the  subject  of  Banking  and 
Credit  is  peculiarly  mysterious  and  diflScidt  of  comprehension. 
But  in  reality  the  whole  difficulty  consists  in  grasping  the 
conception  that  Credit,  as  an  Economic  Quantity,  is  a  species  of 
Property,  Merchandise,  or  Goods,  exactly  similar  to  a  bale  of 
cotton,  a  quantity  of  com,  or  a  horse,  and  may  be  bought  and 
sold  precisely  like  any  other  goods^  Not  only  may  Credit  be 
exchanged  against  goods,  but  also  one  piece  of  Credit  may  be 
exchanged  against  another  piece  of  Credit,  just  as  one  piece  of 
goods  may  be  exchanged  against  another :  it  forms  the  subject  of 
export  and  import  exactly  like  any  other  merchandise :  and  every 
person  can  make  a  catalogue  of  his  Rights  of  action  against 
every  one  else,  precisely  in  the  same  way  as  he  can  make  a 
catalogue  of  his  other  goods  and  chattels. 

2.  So  far  all  is  clear :  But  now  comes  the  first  ambiguity 
in  the  subject,  which  has  given  rise  to  much  misconception. 

When  an  Obligation  is  created  by  the  transfer  of  the  Property 
in  goods  or  money,  the  Right  to  demand  payment  is  the  Credit, 
and  strictly  speaking  the  Duty  to  pay  is  the  Debt. 

Here  is  the  first  subtlety  to  be  remarked.  It  is  very  often  sup- 
posed that  a  Debt  is  Money  owed  by  the  Debtor  :  this,  however, 

'  Considerations  of  loictring  the  interest  and  raising  the  Value  of  money y  p.  23. 
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is  a  great  error.    The  Debt  is  fievery  under  any  circumstances, 
the  Money  owed  by  the  Debtor :  it  is  the  Personal  Duty  to , 
pay  the  money.    Thus,  Mr.  Williams  says  ^ — "  Every  person  who 
borrows  money  upon  mortgage  or  not,  incurs  a  Debt,  or  Personal 
Obligation,  to  repay  it  out  of  whatever  means  he  may  possess."    • 

Now  this  is  a  point  of  the  greatest  importance  in  the  due 
miderstanding  of  the  Theory  of  Credit,  and  has  led  to  great 
error,  as  we  shall  shortly  shew.  The  common  and  widespread 
fidlacy  that  a  Debt  is  money  owed  by  the  Debtor,  and  belonging 
to  the  Creditor,  is  expressly  provided  against  in  Roman  Law* — 
^  Obligationum  substantia  non  in  eo  consistit,  ut  aliquod  corpus 
nostrum  faciat ;  sed  ut  alium  nobis  adstringat  ad  dandum  aliquid." 
— **  The  essence  of  an  Obligation  does  not  consist  in  this  that  it 
makes  any  specific  goods  our  Property  ;  but  that  it  binds  some 
Person  to  give  us  something." 

That  is  to  say,  that  no  particular  money  in  the  Debtor's  pos- 
session belongs  to  the  Creditor,  which  he  can  seize  upon  :  none  is 
pledged  to  him :  the  money  continues  the  absolute  Property  of 
the  Debtor,  which  he  may  spend,  or  part  with,  if  he  pleases,  until 
of  his  own  free  will  he  transfers  the  Property  in  it  to  the  Creditor. 
But  the  Debt,  or  the  Duty  to  pay,  exists  exactly  as  it  was,  no 
matter  whether  the  Debtor  has  any  money  to  pay  it  with  or  not. 

The  difference  is  clearly  marked  in  Roman  Law  :  if  any  one 
had  in  his  possession  any  goods  or  chattels  which  were  the  Property 
of  another  person,  that  person  had  a  Jus  in  re,  or  a  Real  Right ;  a 
Bight  to  that  very  thing.  If  he  had  only  an  abstract  Right  to 
demand  something  from  a  person,  he  had  only  a  Jus  ad  rem,  which 
is  a  mere  Personal  Right ;  it  was  also  called  a  Jus  in  personam, 
or  a  Bight  against  the  person. 

Thus  Austin  says^ — "  If  you  owe  me  money  determined  in 
point  of  quantity,  I  have  also  a  Right  to  the  acquisition  of  a  thing ; 
bat  strictly  and  properly  speaking,  I  have  not  a  Right  to  a  thin{f. 
I  have  a  Bight  of  compelling  you  to  deliver  or  pay  me  moneys, 
which  are  not  determined  in  specie,  and  as  yet  are  not  ^nine  : 
though  they  will  be  determined  in  specie,  and  will  become  mine  by 
the  act  of  deUvery  or  payment. 

"  In  this  case  the  nature  of  the  Right  is  obvious.     For  as  there 

*  Principles  of  the  Law  of  Personal  Property,  p.  304. 

*  Digest  J  xliv.,  7,  2. 
'  Lectures  on  Jurisprudence,   Vol,  IL,  p.  40. 
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is  no  determinate  thing  upon  which  it  can  possibly  attach,  it 
cannot  be  a  Eight  to  be  a  thing. ^^ 

The  distinction  is  perfectly  plain :  and  of  the  greatest  importance 
in  Economics :  for  if  the  Creditor  had  the  Right  to  any  specific 
money  in  the  Debtor's  possession,  that  wonld  be  a  diminution  of 
the  Debtor's  property :  he  would  have  no  right  to  part  with  or  sell 
it :  and  there  would  in  fact  be  only  one  Economic  Quantity  in 
existence,  «.  e,y  the  quantity  of  money.  But  as  a  matter  of  fact* 
the  whole  of  the  money  remains  the  Debtor's  Property  which  he 
can  sell  or  exchange  as  he  pleases  :  and  also  there  is  the  Property, 
or  Right,  in  the  person  of  the  Creditor,  which  he  can  also  sell  or 
exchange  ;  and  which  may  be  sold  or  exchanged  any  number  of 
times,  like  money,  till  it  is  paid  off  and  extinguished.  Hence  in 
this  case  there  are  two  Economic  Quantities  in  existence,  which 
may  each  circulate  in  commerce  at  the  same  time. 

We  shall  see  presently  that  eminent  men  of  business,  and 
Algebraists  of  the  highest  distinction,  have  been  led  into  great 
errors  by  not  observing  this  subtlety. 

8.  Having  explained  this  subtlety  it  might  be  thought  that  all 
diflBculties  on  the  subject  were  cleared  up.  But  unfortunately, 
this  is  not  the  case :  we  have  still  several  more  ambiguities  to 
clear  up,  each  of  which  has  been  the  cause  of  great  misconcep- 
tion. 

The  word  Debt  evidently  in  strictness  means  the  Duty  of  the 
Debtor  to  pay  the  money.  But  unfortunately,  the  word  Debt  has 
long  been  transferred  to  mean  the  Right  op  Action  in  the  person 
of  the  Creditor  :  and  thus  it  is  used  as  synonymous  with  Credit. 

"We  have  not  found  in  any  ancient  writer  the  word  Debitum 
used  to  mean  the  Right  to  demand :  but  this  corruption  was 
already  in  use  in  the  twelfth  century. 

Thus  in  the  instructions  issued  by  Richard  I.  for  a  judicial 
visitation  on  financial  matters  in  1194,  it  is  said^ — "Omnia 
Debita  et  vadia  Judaeorum  inbrevientur,  terreB,  domus,  redditus, 
et  possessiones 

"  Item  quilibet  Judaeus  jurabit  super  rotulum  suum  quod  omnia 
Debita  sua,  et  vadia,  et  redditus,  et  omnes  res,  et  possessiones 
Buas,  inbreviari  faciat." 

"  Let  all  the  Debts  (Rights  of  Action),  and  pledges  of  the 

*  Boger  dc  Hoveden,  III.,  262-267,  |  24,    Capitvla  de  JudosU. 
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Jews  be  scheduled,  their  lands,  houses,  rents,  and  posses- 
sions  

"  Also,  let  every  Jew  swear  that  he  will  make  a  true  schedule  of 
all  his  Debts  (Eights  of  Action)  pledges,  rents,  and  all  his 
property  and  possessions." 

Ducange  quotes  two  charters  of  a  somewhat  later  date  in  which 
the  word  Debitale  is  used  in  a  similar  sense  of  the  Right  to 
Demand,  instead  of  the  Duty  to  pay.    In  one  in  1824,  it  says — 

'*In  omnibus  et  singulis  bonis dominiis,  baroniis, 

oensibus,  redditualibus,  Debitaubus,  servitutibus,  homatgiis." 

In    another  of   the   date  1874,  it    is   said — '*  Acquisiverunt 

redditus,    census    annuos,    et    Debitalia   in  foedis 

quorum  redditorum,  censuum,  et  Debitalium." 

In  these  passages  it  appears  that  the  words  Debittjm  and 
Debitale  had  already  acquired  the  meaning  of  the  Bight  to 
demand,  instead  of  the  Duty  to  pay  :  and  if  the  words  were  used 
in  this  sense  in  public  documents,  it  is  clear  that  that  must  have 
been  their  well  understood  popular  meaning. 

And  this  is  the  meaning  which  the  word  Debt  has  long  acquired 
in  English  Law.  It  means  a  Right  of  Action,  a  Claim,  or 
Demand. 

Thus  the  Act  46,  Geo.  III.,  c.  125,  s.  3,  enacts  that  "one  Debt 
or  demand  may  be  set  off  against  another.  So  Mr.  Williams 
says^ — "Within  the  class  of  choses-in-actian  was  comprised  a 
Right  of  growing  importance,  namely,  that  of  suing  for  money 
due,  which  Right  is  all  that  is  called  a  Debt." — "  We  have  seen 
that  a  Debt  was  anciently  considered  as  a  mere  Right  to  bring  an 
action  against  the  Debtor  "^ — ^'^When  a  Debt  or  demand  is 
equitable  only  " — "  Debts  being  formerly  considered  as  mere 
Rights  of  Action." 

So,  afi  may  be  seen  in  almost  any  daily  paper,  the  executors  of 
deceased  persons  advertise  for  any  persons  who  have  "Debts, 
claims,  or  demands  "  against  the  estates  of  deceased  persons  to 
give  in  a  statement  of  them. 

We  have  also  seen  above  that  the  learned  translators  of  Ortolan 
translate  the  French  word  Cr^ance  by  "  Debt,"  which  is  equiva- 
lent to  Nomen  or  Greditum :  in  which  they  are  perfectly  right, 
because  Creance  in  French  is  the  Right  of  action  which  a  Creditor 

*  PrincipUt  of  the  Law  of  Penonal  Property^  p,  4. 

»  Ibid.,  p.  106. 
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has  against  his  Debtor,  which,  as  we  have  seen,  iA  the  meaning  of 
Debt  in  English  Law. 

Accordingly,  in  the  Digest  of  the  Law  of  Bills  of  Exchange, 
Bank  Notes,  &c.,  which  we  prepared  for  the  Royal  Commissioners 
for  the  Digest  of  the  Law.  we  began  with  the  following  fimda- 
mental  Definition  of  the  sabject — 

"  Credit,  or  Debt,  in  Legal  and  Gamm&rcial  [and  Economical] 
language  means  a  Right  of  Action,  against  a  Person  for  a  sum 
of  Money '^ 

We  may  obserye  that  in  Scotland  the  woiQ  **  Right  ^  has  also 
this  donble  meaning.  It  is  a  very  common  expression  in  Scotland 
to  say  **  I  have  no  Right  to  do  that,"  meaning  it  is  not  my  Duty 
to  do  it. 

Austin  observes^  that  "  Schuld**  in  German  is  used  in  the 
same  donble  meaning  as  Debt  in  English.  Schuld  properly  means 
a  liability,  and  accordingly  ^^  Schuldner^  is  properly  synonymous 
with  the  Latin  Debitor,  and  the  correlative  of  Creditor.  But  in 
German  Law  "  Schuldner  "  is  frequently  applied  to  the  Creditor 
as  well. 

In  French  the  word  **  Dette  "  is  also  used  in  the  double  sense 
of  the  Right  and  the  Duty  ;  but  in  the  one  case  it  is  called  "  Dette 
active"  and  in  the  other  "Dette  passive."  Thus  Littr^  says 
*'  Dettes  actives :  celles  dont  on  a  le  droit  d'exiger  le  payement. 

"  Dettes  passives  :  celles  qu'on  est  oblige  de  payer."  It  would  be 
very  desirable  that  some  distinction  of  this  sort  were  adopted  in 
English  ;  because  the  double  meaning  of  the  word  Debt  leads  to 
great  confusion  among  ill-informed  writers. 

Littre  also  says — ^^^Creance;  droit  d'exiger  raccompUssement 
d'une  obligation  " — "  on  oppose  les  droits  de  creance  aux  droits 
r6els,"  that  is,  mere  Rights  against  the  person,  jura  in  personam, 
or  ad  rein,  to  rights  in  things,  jura  in  re. 

4.  Now  let  us  suppose  that  the  merchant  or  trader  has  accu- 
mulated a  quantity  of  money  by  the  exercise  of  his  faculties  in 
time  past,  either  in  the  form  of  Labour  or  Credit ;  this  money  is 
of  course  Wealth,  or  an  Economic  Quantity.  But  besides  the 
money  which  he  has  already  accimiulated,  he  still  has  his  faculties 
entire.  They  are  as  much  Wealth  to  him  as  they  were  before  : 
and  he  has  the  capacity  to  earn  profits  in  future,  just  as  he  has 

1  Lecturts  on  Jurisprudence.    Ijccturt  24. 
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already  done  in  time  past.  Bat  of  conrse  the  capacity  for  earning 
profits  in  fdtore  is  Inverse  and  Opposite  to  the  profits  earned 
in  time  past.  Hence  if  we  adopt  the  popular  usage  of  the  word 
Credit,  and  use  it  to  denote  the  merchant's  or  trader's  capacity  to 
earn  profits  in  the  future,  we  observe  that  Money  and  Credit  are 
both  Purchasing  Power,  but  they  are  IjtrvERSB  and  Opposite  to 
each  other. 


On  the  Amhiguity  in  iJw  Meaning  of  the  word  Loan  :    or  the 
Distinction  between  Mutuum  and  Commodatum. 

5.  We  now  come  to  the  next  ambiguity  which  has  in  recent 
times  been  the  cause  of  great  confusion  in  the  Theory  of  Credit. 
All  the  older  writers,  who  were  chiefly  men  having  a  practical 
knowledge  of  business,  seeing  that  Credit  causes  exactly  the  same 
circulation  of  commodities  as  Money,  maintained  the  doctrine  that 
Credit  \a  Capital,  without  entering  into  any  very  nice  definition 
either  of  Credit  or  Capital. 

Smith,  as  we  have  seen,  expressly  classes  Paper  Currency,  such 
as  Bank  Notes,  Bills  of  Exchange,  &c. — which  are  Ceedit — 
under  the  title  of  Circulating  Capital. 

Since  the  time  of  the  French  writer.  Say,  however,  this 
doctrine  has  been  the  subject  of  much  ridicule.  In  one  passage 
he  says,  and  it  has  been  repeated  by  a  multitude  of  writers,  that 
those  who  say  that  Credit  is  Capital,  maintain  that  the  same  thing 
can  be  in  two  places  at  once.  They  conceive  that  Credit  is  the 
material  thing  lent ;  and  then  they  ask — How  can  the  same  thing 
be  in  two  places  at  once,  and  be  used  by  two  persons  at  the  same 
time? 

In  the  next  chapter  we  shall  point  out  the  astonishing  self- 
ocmtradictions  of  Say  and  Mill  on  this  subject.  The  whole 
misconception  is  founded  on  an  ambiguity  in  the  meaning  of  the 
word  Loan  and  Lend,  which  words  are  used  to  denote  two 
operations  of  a  perfectly  distinct  nature. 

There  are  two  kinds  of  Right — the  Right  of  Possession  and  the 
Bight  of  Property. 

Snppose  that  I  lend  my  friend  a  Book  or  a  Horse :  that  is,  I 
aDow  him  to  have  a  Right  of  Possession  and  use  of  them  for  a 
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certain  time.  Then  it  is  clear  that  I  and  my  Mend  cannot  both 
have  the  Book  or  the  Horse  at  the  same  time.  But  though  I 
lend  him  the  Book  or  the  Horse,  they  still  remain  my  Property. 
I  do  not  transfer  my  Property  in  them  to  my  friend.  He  is  not 
my  Debtor,  nor  am  I  his  Creditor,  and  if  I  wanted  to  have  them 
back,  and  went  for  them,  and  found  him  not  at  home,  I  should 
have  no  scruple  in  taking  them  away  :  at  the  same  time,  for 
the  sake  of  courtesy,  leaving  a  message  to  say  that  I  had 
done  so. 

But,  suppose  that  I  had  lent  my  friend  £5,  and  if,  as  before, 
wanting  them  back  again,  I  went  and  found  him  not  at  home, 
would  I,  if  I  happened  to  see  his  purse  lying  on  the  table,  open  it, 
and  take  £5  out  of  it  ?  I  should  instinctively  feel  that  I  should 
do  no  such  thing.  I  should  have  no  scruple  whatever  in  taking 
back  the  Book  or  the  Horse  I  had  lent  :  but  I  should  never 
dream  of  opening  my  friend's  purse,  and  taking  out  £5  I 
had  LENT. 

Thus,  without  giving  any  particular  thought  to  the  subject, 
every  one  would  instinctively  feel  that  there  is  an  essential 
distinction  between  the  cases  of  LENDiNa  a  Book  or  a  Horse,  and 
lending  £5.  Or  if  he  were  so  obtuse  on  the  subject,  the  Law 
would  point  out  the  distinction.  The  Law  would  tell  him  that  he 
might  take  away  his  own  Book  or  his  own  Horse  if  he  pleased  ; 
but  that  if  he  opened  his  friend's  purse,  and  took  out  £5,  he 
would  be  guilty  of  theft:  and  that  he  must  request  his 
friend  to  pay  him,  but  that  he  must  not  help  himself. 

So  if  a  man  pays  in  money  to  his  account  at  his  banker's,  t.  e,, 
lends  him  money,  and  if  he  drew  a  cheque  for  £20  on  his  banker, 
would  he  venture  himself  to  take  20  sovereigns  off  the  banker's 
counter  ?  Of  course  he  would  not.  He  would  request  his  banker 
to  pay  him,  and  he  must  wait  until  his  banker  gives  him  the 
money  of  his  own  free  will.  If  he  ventured  to  take  the  money 
himself,  it  would  be  larceny,  and  he  might  be  given  in  charge  to  a 
policeman. 

The  fact  is,  that  though  both  these  operations,  lending  a  Book 
or  a  Horse,  and  lending  Money,  are  called  a  Loan,  they  are 
of  an  essentially  distinct  nature.  When  a  man  lends  a  book,  or 
other  chattel,  to  his  friend,  he  does  not  part  with,  or  dispossess 
himself  of,  the  Property  in  it.  He  is  entitled  to  have  that  very 
Book,  or  the  very  chattel,  back  again.    There  is  no  Exchange,  and 


AMBIGUITY   OF  LOAN.  141 

no  New  Property  created.  And  only  one  person  can  have  the  nse 
of  the  book  or  the  chattel. 

But  in  all  cases  whatever  of  a  Loan  of  Money,  the  lender 
absolately  cedes  the  Property  in  the  money  to  the  borrower,  and  it 
becomes  his  absolute  Property.  What  the  lender  does  acquire  is 
the  Right,  or  Property,  to  demand  back  an  equivalent  amount  of 
money,  but  not  the  specific  money.  A  loan  of  money  is,  there- 
fore, always  an  Exchange,  and  in  all  such  cases  there  is  of 
necessity  a  New  Property  created :  and  this  new  Property  is 
termed  Credit;  and  it  may  be  sold  and  transferred  Uke  the 
Money  itself. 

The  same  principle  is  true  of  the  Loan  of  many  other  things, 
such  as  wine,  bread,  meat,  oil,  &c.  If  I  lend  a  loaf  of  bread,  or  a 
bottle  of  wine,  to  a  friend,  the  only  way  he  can  use  them  is  by 
destroying,  or  consuming  them.  Hence  I  must  of  necessity  trans- 
fer the  Property  in  them  to  him  ;  and  what  I  acquire  in  return  is 
the  Right  of  demanding  an  equal  amount  of  equal  quality  in 
return.  It  is  the  same  with  money.  A  man  can  only  use  money 
by  paying  it  away :  and  all  he  can  do  is  to  give  back  to  the 
lender  at  some  future  time  an  equal  quantity  of  money.  In 
English  Law  the  former  kind  of  Loans  (t.  e,,  the  loan  of  a  book, 
or  other  chattel)  are  said  to  be  returnable  in  specie,  that  is,  the 
identical  things  are  restored  ;  in  the  latter  kind  of  Loan  the  things 
are  said  to  be  returnable  in  genere,  or  only  similar  things  are  given 
back.  In  the  former  kind  of  loan,  the  relation  of  Debtor  and 
Creditor  is  not  created  :  in  the  latter,  the  relation  of  Debtor  and 
Creditor  is  created  between  the  Borrower  and  the  Lender. 

Precisely  the  game  relation  is  created  on  the  sale  of  goods  on 
Credit.  The  Property  in  the  goods  is  ceded  absolutely  to  the 
buyer :  and  what  the  seller  receives  in  exchange  for  the  goods  is 
the  Right,  or  Property,  to  demand  their  Price  in  money  at  a 
future  time  :  and  this  Right,  or  Property,  is  termed  Credit. 

Hence  it  must  be  observed  that  the  Economical  Quantity  called 
Credit,  or  Debt,  is  the  Right  which  is  created  on  a  Loan  of 
money,  wine,  bread,  oil,  and  things  of  that  nature,  to  demand 
back  an  equal  quantity  to  the  things  lent ;  or  the  Right  which  is 
created  on  a  Sale  of  goods  on  Credit  to  demand  their  Price  in 
money  at  a  future  time. 

Thus  the  confosion  has  arisen  partly  from  the  English  language 
having  but  one  word,  Loan,  to  denote  two  operations  of  an 
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essentially  distinct  nature :  and  partly  from  ill-informed  writers 
not  being  aware  of  this  distinction^  which  is  certainly  of  a  some- 
what subtle  nature.  The  French  language  is  equally  faulty.  But 
the  distinction  is  clearly  pointed  out  in  Roman  Law,  and  the 
Latin  language  has  a  distinct  word  for  each  operation. 

It  is  said  in  the  paraphrase  of  Theophilns  of  the  Institutes  of 
Justinian,  which  we  prefer  to  quote,  because  it  is  more  full  and 
distinct  than  the  Institutes,  and  it  superseded  them  as  the 
authorised  text  book  of  Eoman  Law — 

**  A  real  Obligation  is  contracted  by  an  act,  or  by  the  manual 
delivery  of  something  counted  out :  and  this  includes  the  Mutxjum. 

"  A  thing  is  a  Mutuum  when  the  Property  in  it  passes  to  the 
person  who  receives  it,  but  he  is  bound  to  restore  to  us,  not  the 
identical  thing  deUvered,  but  another  of  the  same  QuaUty  and 
Quantity.  I  said,  so  that  the  receiver  becomes  the  Proprietor  of 
it,  that  I  might  exclude  the  Commodatum  and  the  Depositum  : 
for  in  these  latter  the  receiver  acquires  no  Property.  But  he  must 
be  bound  to  us,  to  exclude  the  DoNATioif,  for  he  who  receives  one 
acquires  the  Property,  but  he  is  not  bound  to  us.  I  said  that  he 
must  restore  not  the  identical  things,  but  others  of  similar 
Quality  and  Quantity,  that  I  might  not  deprive  him  of  the  use  of 
the  Mutuum.  For  a  person  takes  a  Mutuum,  that  he  may  use 
the  things  for  his  own  purposes,  and  return  others  instead  of  them. 
For  if  he  were  obliged  to  give  back  the  same  things,  it  would  be 
useless  to  borrow  them. 

"  But  aD  things  are  not  taken  as  Mutua,  but  only  those  which 
consist  in  weight,  number,  and  measure.  In  weight,  as  gold, 
silver,  lead,  iron,  wax,  pitch,  tin :  in  measure,  such  as  oil,  wine, 
com  :  in  number,  such  as  money.  And  in  short  whatever  we 
deUver  with  this  intent,  in  number,  measure,  or  weight,  so  as  to 
bind  the  receiver  to  return  us,  not  the  same  things,  but  others  of 
the  same  nature  and  quantity.  Whence  also  it  is  called  Mutuum, 
because  it  is  transferred  by  me  to  you  with  the  intent  that  it  should 
become  your  Property  (ut  de  meo  tuum  fiat,) 

"  But  the  real  Obligation  includes  Commodatum  ;  as  if  any  one 
were  to  ask  me  to  lend  him  a  book,  and  I  lend  it.  ...  . 
But  the  Commodatum  differs  widely  from  the  Mutuum.  For  the 
Mutuum  transfers  the  Property,  but  the  Commodatum  does  not 
transfer  it,  and  therefore  the  borrower  (commodatarius)  is  bound  to 
restore  the  very  thing  lent." 
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So  also' — ^^'But  it  is  called  giving  a  Mutuum  because  firom 
being  my  Property  it  becomes  yonrs  (quod  de  meo  tuum  fit);  and 
therefore  if  it  does  not  become  yonr  Property  no  Obligation  is 
created." 

But  on  the  contrary  with  respect  to  the  Commodatum' — **  We 
retain  the  Property  and  Possession  of  the  thing  lent  (rei 
commadata)  " — *'  No  one  by  lending  {commodando)  a  thing,  giycB 
the  Property  in  it  to  him  he  lends  it  to." 

Modern  scholars  repudiate  the  &nciful  etymology  of  muhtvim 
from  ex  meo  iuum  fit,  though  it  held  its  place  so  long  in  legal  text 
books.  Mutuiis  evidently  comes  from  muto,  as  deciduus  from 
decido,  and  dividuus  from  divido.  It  was  so  called  because  there 
was  an  exchange  of  Properties.  But  though  the  derivation  is 
fancifol,  it  exactly  expresses  the  fact.  Unless  there  was  an 
exchange  of  Properties  there  was  no  Mviuum,  All  commercial 
Loans  are  MuruAy  and  not  Comhodata.  Every  loan  of  money  is 
in  reality  a  sale,  or  an  exchange,  in  which  a  New  Property  is 
created,  which  is  called  Credit,  or  a  Debt  ;  and  when  the  money 
is  returned,  or  the  loan  repaid,  it  is  another  exchange,  by  which 
this  new  Property  is  extinguished. 

And  we  may  observe  that  no  one  who  had  the  simplest 
knowledge  of  the  elementary  principles  of  Roman  Law,  or  of 
Mercantile  Law,  would  ever  have  committed  the  mistake  of 
confounding  the  distinction  between  the  Loan  of  a  chattel  and  the 
Loan  of  Money. 

On  the  Distinction  between  a  Debt  and  a  Bailment  :  or  the 
Distinction  between  a  Mutuum  cmd  a  Mandatum  or 
Depositum. 

6.  We  still  have  another  Ambiguity  to  clear  away  which  has 
led  many  men  of  eminence  astray ;  and  has  been  the  cause  of 
great  confosion,  and  has  been  at  the  root  of  most  of  the  &]se 
theories  of  Credit  and  Currency  which  have  produced  such  terrible 
catastrophes  in  the  world.  It  is  no  doubt  of  somewhat  a  subtle 
nature,  and  would  not  be  perceived  by  any  one  not  conversant 
with  Law  and  Commerce  :  but  it  is  one  of  tiiese  delicate  snbtletieB 

1  Digut,  xii.,  1 ;  2,  2 :  a2ft>  zUt.,  7 ;  2. 
»  Digetty  xiU.,  6:  8,  9. 
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dock  master  is  the  mere  Bailee,  or  Trustee,  of  the  goods,  and  not 
the  Owner,  as  in  the  case  of  the  Mutuum.  He  has  no  right  to 
convert  them  to  his  own  use,  and  if  he  did  so,  it  would  be  a 
robbery,  and  he  would  be  hable  to  be  punished  as  a  ihief.  Thus 
in  these  cases  the  goods  are  merely  dehvered  into  the  temporary 
custody  of  the  captain,  or  dock  master,  for  a  certain  defined 
purpose,  and  no  new  Property  is  created.  The  Bill  of  Lading 
and  the  Dock  Warrant  form  One  property  with  the  goods, 
and  cannot  be  separated  from  them.  The  goods  travel  with  the 
Paper  Document.  Thus  it  may  be  said  in  this  case  that  the 
Paper  Document  represents  goods.  In  this  case  there  is  no 
exchange,  and  these  documents  have  no  Valite,  i,  e,  they  are  not 
exchangeable  separately.  They  are  not  exchangeable  for  goods 
generally,  but  are  Titles  to  certain  specific  goods,  and  no  others. 
No  one  ever  spoke  of  the  Value  of  a  Bill  of  Lading  or  a  Dock 
Warrant.  Such  documents  are  not  Credit,  because  the  owner  of 
them  does  not  simply  believe  that  he  can  obtain  goods  in  exchange 
for  them,  but  he  knows  that  he  has  become  the  owner  of  certain 
specific  goods.  Such  a  transaction  is  not  an  Exchange,  but  what 
is  called  in  Law  a  Bailment. 

So  also  if  a  man  takes  a  bag  of  money  to  his  banker,  and  asks 
him  to  take  care  of  that  specific  money,  and  give  it  back  to  him, 
or  to  any  one  else  he  may  name,  on  demand,  no  Property  in  the 
money  would  pass  to  the  banker.  It  would  not  be  a  Mutuum, 
but  a  Depositum,  or  Bailment,  The  banker  would  have  no  right 
to  use  the  money  for  his  own  purposes  ;  and  if  he  did  so  he  would 
be  guilty  of  theft.  If  he  gave  a  receipt  for  it,  promising  to 
deliver  the  money  to  whomsoever  the  receipt  might  be  transferred, 
that  receipt  would  be  one  property  with  the  money,  as  in  the  case 
of  Bills  of  Lading  and  Dock  Warrants.  The  money  and  the 
receipt  could  not  be  separated,  and  the  Property  in  that  very 
money  would  always  pass  along  with  the  receipt.  The  Banker  in 
such  a  case  would  be  merely  the  Bailee,  or  Trustee,  of  the 
money,  and  not  its  Owner.  In  the  cases  of  the  captain,  the  dock 
master,  and  the  banker  just  described,  the  relation  of  Debtor  and 
Creditor  does  not  arise  between  them  and  the  owners  of  ^the  Paper 
Documents. 

7.  Hence  we  see  the  radical  and  fundamental  distinction 
between  Bills  of  Lading,  Dock  Warrants,  and  all  other  Titles 
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to  specific  goods  on  the  one  hand,  and  all  forms  of  Paper  Credit 
on  the  other. 

Bills  of  Lading,  Dock  Warrants,  and  other  Titles  to  goods,  are 
absolutely  bound  down  to  these  specific  goods,  and  cannot  be 
separated  from  them,  and  therefore  they  form  only  one  Property 
with  them.  They  always  arise  out  of  a  Bailment,  and  never  out 
of  an  Exchange,  and  they  may  justly  be  said  to  represent  goods. 
They  in  themselves  are  nothing,  and  are  no  addition  to  the  mass 
of  other  exchangeable  Property. 

On  the  other  hand,  it  is  the  fundamental  legal  requisite  of  all 
kinds  of  Paper  Credit  that  they  shall  be  absolutely  severed  from 
any  specific  sum  of  money.  They  are  even  forbidden  to  be  made 
payable  out]  of  any  particular  fund.  They  must  be  nothing  but 
abstract  Rights  against  the  Person,  and  that  is  the  very  circum- 
stance from  which  they  take  their  name,  because  they  must  be 
received  on  the  simple  belief  that  the  person  can  pay  them.  If 
any  specific  money  were  appropriated  to  their  payment  they  would 
not  be  Credit.  Paper  Credit  always  arises  out  of  an  Exchange, 
and  never  out  of  a  Bailment.  Bills  of  Lading  and  Dock  War- 
rants always  go  along  with  goods  ;  Bank  Notes  and  Bills  of 
Exchange  are  always  exchanged  for  money,  goods,  &c.  Bills  of 
Lading  re^rresent  goods,  but  are  not  of  the  Value  of  goods, 
because  there  is  no  exchange,  and  there  can  be  no  Value  without 
an  exchange.  Bank  Notes,  &c.,  do  not  represent  Money,  but  they 
are  of  the  Valns  of  Money,  because  in  their  case  there  is  always  an 
exchange.  And  Credit  in  all  its  forms  is  an  addition  to  the  mass 
of  other  exchangeable  property  :  as,  indeed,  is  admitted  by  every 
Lawyer,  every  Merchant,  and  every  Economist. 

From  this  it  clearly  follows  that  Bills  of  Lading  and  Dock 
Warrants  can  never  exceed  in  quantity  the  goods  they  represent. 
If  any  one  were  to  negotiate  such  documents  without  any  goods 
being  attached  to  them,  it  would  be  an  indictable  fraud.  But 
Paper  Credit  of  all  sorts  immensely  exceeds  in  quantity  the  Money 
in  the  country — on  the  lowest  calculation,  tenfold.  Credit  itself 
is  merchandise,  and  the  subject  of  a  gigantic  commerce.  It  may 
be  said  that  all  commercial  crises  arise  out  of  the  excessive  crea- 
tion of  that  species  of  Property  called  Credit.  What  are  the 
due  limits  of  Credit  is  a  question  of  the  most  momentous  conse- 
quence, which  will  be  clearly  shewn  in  a  subsequent  section. 

It  is  of  the  most  fundamental  consequence  to  understand  clearly 
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the  distinction  between  Paper  Credit  on  the  one  hand,  and  BiUg 
of  Lading  and  Dock  Warrants  on  the  other.  Many  able  Econo- 
mical writers  have  recently  fallen  into  the  grievons  error  of  classing 
them  together  as  all  being  of  the  same  nature,  and  as  Credit. 
Some  of  the  most  terrible  fmancial  catastrophes  have  been  caused 
by  adopting  systems  of  Paper  Money  founded  on  this  error.  It 
will  suffice  here  to  say  that  John  Law's  Theory  of  Paper  Money, 
of  which  we  have  given  an  exposition  in  a  subsequent  chapter, 
was  entirely  based  upon  this  misconception. 

On  same  further  Erroneous  Ideas  as  to  the  Nature  of  Credit. 

8.  We  have  still  another  erroneous  view  of  the  nature  of 
Credit  to  clear  away.  We  have  seen  that  the  preceding  errors 
arose  from  not  observing  the  distinction  between  Mutuum,  and 
CoMMODATUM  and  Depositum,  From  the  first  error  proceeded 
the  erroneous  notion  that  those  who  say  that  Credit  is  Capital  say 
that  the  same  thing  can  be  in  two  places  at  once ;  from  the  second 
that  Bills  of  Lading  and  Dock  Warrants  are  of  the  same  nature, 
and  are  Credit  as  well  as  Bills  of  Exchange.  The  third  form  of 
Error  which  we  have  now  to  dissipate  is  that  Credit  adds  nothing 
to  the  resources  of  the  world  because  it  is  neutralised  by  some- 
thing else. 

Any  person  practically  conversant  with  commerce,  and  seeing 
the  immensely  greater  portion  of  commercial  operations  effected 
by  means  of  Credit,  would  smile  at  the  notion  that  Credit  added 
nothing  to  the  resources  of  a  nation  ;  but  some  have  been  misled 
by  a  very  palpable  error.  Henry  Thornton,  an  able  man,  a 
banker,  and  one  of  the  authors  of  the  Bullion  Report,  says^ — 
"  Paper  constitutes,  it  is  true,  an  article  on  the  crec^t  side  of  the 
books  of  some  men,  but  it  forms  an  exactly  equal  item  on  the 
debit  side  of  the  books  of  others.  It  constitutes,  on  the  whole, 
neither  a  debit  nor  a  credit." 

So  another  eminent  banker,  M.  Cemuschi,  says« — "The  balance 
sheet  of  every  individual  contains  three  accounts :  existing  goods. 
Credits,  and  Debts.  But  if  we  collected  into  one  all  the  balance 
sheets  of  every  one  in  the  world,  the  debts  and  the  credits 

»  An  Enquiry  into  the  Nature  and  Effects  of  the  Pajper  Credit  of  Qreat 

Britain^  p.  20. 
*  Micanique  de  Viehange,  p,  1. 
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mntaally  neatralise  each  other,  and  there  remains  bat  a  single 
acconnt:  existing  goods. 

"  The  totality  of  the  goods,  therefore,  forms  the  general  inven- 
tory. There  is  the  first  matter  of  exchange.  The  debts  and 
credits  are  subsidiary  matters.  Debts  and  credits  are  reciprocally 
transmitted  as  goods  are  transmitted  ;  bat  however  great  or  small 
they  may  be,  and  throngh  whatever  hands  they  pass,  credits  for 
some,  debts  for  others,  they  add  nothing  to,  they  take  away 
nothing  from,  the  general  inventory. 

'^  The  increase  or  the  diminntion  of  this  general  inventory  can 
never  take  place  except  from  the  increase  or  the  diminntion  of  the 
quantity  of  actually  existing  goods." 

The  argument  of  Thornton  and  M.  Cemuschi  is  simply  this — 

Suppose  A  to  have  £100  in  money,  and  also  a  three  months' 
bill  of  £50  on  B.  Suppose  B  also  to  have  £100,  but  at  the  same 
lime  to  have  accepted  a  bill  of  £50,  at  three  months  to  A.  Then 
A's  property  would  be  stated  thus,  £100  +  £50 ;  B's  property 
would  be  stated  thus,  £100  —  £50.  Now  the  argument  of  these 
writers  is  that  the  +  £50  and  the  —  £50  balance  each  other,  and 
the  result  is  0  ;  which  according  to  them  is  the  same  thing  as 
saying  that  these  Quantities  do  not  exist  at  all. 

This  view  might  perhaps  seem  at  first  sight  somewhat  specious, 
but  a  very  little  reflection  will  shew  that  it  is  quite  erroneous. 

Suppose  that  a  landlord  lets  a  house  to  a  tenant.  In  exchange 
for  the  use  of  the  house  the  landlord  receives  the  Right  to  demand 
a  certain  sum,  three  months  after  date,  we  will  suppose.  The 
transaction  is  an  exchange.  The  Bight  to  demand  the  money  is 
ail  actually  existing  right  in  the  landlord,  it  is  his  Property,  which 
he  may  sell  or  transfer  to  any  one  else.  It  is,  therefore,  plus  to 
him,  and  an  addition  to  his  other  Property.  The  tenant  is  bound 
to  pay  this  rent :  but  does  that  cause  any  diminution  of  his  present 
property  ?  Does  the  Property  in  any  of  the  money  at  his  banker^s 
pass  to  the  landlord  ?  Certainly  not.  Hence  it  is  quite  clear 
that  this  obligation  to  pay  at  a  future  time  is  no  diminution 
whatever  of  his  present  Property.  In  fact  he  is  not  in  debt  at  all 
until  he  has  had  the  use  of  the  house  for  three  months,  and  the 
day  of  payment  has  come. 

Similarly  if  a  merchant  buys  goods  and  gives  a  bill  at  three 
months  in  payment  of  them  the  transaction  is  an  exchange.  The 
Bight  to  demand  payment  is  plus  to  the  seller  of  the  goods  ;  it  is 
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his  Property,  which  he  may  sell  and  dispose  of,  like  money.  But 
the  goods  remain  the  entire  property  of  the  merchant  which  he 
may  sell  and  dispose  of ;  and  he  is  not  in  debt  at  all  till  the  Bill 
becomes  due.  Suppose  that  the  landlord,  or  the  seller  of  the 
goods,  were  to  bring  an  action  for  the  rent,  or  the  price,  before 
the  end  of  the  three  months,  the  tenant  or  the  merchant  wonld 
reply  that  they  were  not  in  debt  at  all.  The  well  known  maxim 
of  Law  is  that  Credit  umxipired  may  be  pleaded  under  the  general 
issue,  which  means  that  if  a  man  sues  another  for  an  obligation 
not  yet  due,  he  may  simply  reply  that  he  is  not  in  debt  at  all ! 

Thus  Mr.  Pitt  Taylor  says^ — **  In  addition  to  these  examples,  it 
may  be  observed  that,  whenever  the  defendant  can  show  that  in 
feet  no  Debt  ever  existed  before  action  brought,  he  may  do  so 
under  the  plea  of  never  indebted.  For  instance,  if  the  action  be 
for  goods  sold  and  delivered,  he  may  defend  himself  under  this 
plea  by  proving,  that  they  were  sold  on  Credit,  which  was  unex- 
pired when  the  action  was  commenced."*  It  is  quite  clear,  there- 
fore, that  in  this  case  the  —  cannot  by  any  possibility  mean 
subtraction. 

This,  then,  is  the  paradox.  The  Right  to  receive  the  future 
rent  is  the  absolute  Property  of  the  landlord  :  and  therefore  in 
this  case  +  means  addition. 

But  though  the  tenant  is  bound  to  pay  the  rent,  and  it  is 
therefore  —  to  him,  it  is  not  to  be  subtracted  from  his  present 
Property,  and  is  no  diminution  of  it. 

What,  then,  does  it  mean  ? 

Mathematicians  have  since  the  time  of  Maclaurin  given  Debts  as 
an  example  of  "  Negative  Quantities,"  but  they  have  never  given 
any  satisfactory  explanation  of  what  is  meant  by  this  order  of 
Negative  Quantities. 

The  explanation  usually  given  is  this — a  man's  Property  may 
be  considered  as  positive,  and  his  Debts  as  negative  :  subtract  his 
Debts  from  his  Property,  and  the  remainder  if  any  is  his  Capital. 
And  as  the  national  Capital  is  the  aggregate  Capital  of  all  the 
individuals  in  it,  according  to  this  doctrine,  in  order  to  find  the 
quantity  of  property  in  the  country,  all  the  floating  debts  in  it 
would  have  to  be  subtracted  from  all  the  property  in  it,  and  the 
remainder  would  be  the  amount  of  national  Capital. 

*  A  Treatise  on  the  Law  of  Evidence^  Part  11.^  ck.  2,  §  249. 
2  Broomfidd  v.  Smith,  1  M.  &  W.,  643.     Qarey  v.  Pylce,  10  A.  &  E.,  612. 
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So  Peacock,  the  distinguished  Algebraist,  says* — "  If  property, 
pofisessed  or  due,  could  be  denoted  by  a  number  or  symbol  with  a 
positwe  sign,  a  debt  would  be  indicated  by  a  number  or  symbol 
with  a  negative  sign,  or  conversely  ;  such  affections  of  property  are 
correctly  symbolised  by  the  signs  +  and  — ,  since  they  possess  the 
inverse  relation  to  each  other,  which  these  signs  require  :  for  if  to 
a  person  A  there  be  given  a  certain  property  or  sum  of  money 
combined  with  or  added  to  a  debt  of  equal  amount,  his  wealth  or 
property  remains  the  same  as  before." 

Now  in  a  certain  sense  these  modes  of  statement  may  be  correct. 
If  a  man  were  going  to  retire  from  business,  he  would  call  in  and 
discharge  his  liabilities,  and  the  remainder,  if  any,  would  be  his 
fortune. 

But  such  a  mode  of  statement  is  quite  unsuitable  for  Economics. 
Debts  are  a  species  of  Property  of  the  most  colossal  magnitude, 
and  are  the  subject  of  commerce,  as  much  as  any  other 
merchandise,  until  they  are  extinguished.  Economics  has  only  to 
do  with  them  while  they  exist,  and  are  the  subject  of  commerce. 

The  fallacy  of  the  mode  of  statement  of  the  writers  we  have  just 
quoted  is  evident,  and  is  precisely  the  one  which  we  have  already 
pointed  out  was  carefully  provided  against  in  the  Digest.  For 
they  evidently  consider  a  Debt  to  be  some  of  the  Debtor's  property 
set  apart  and  pledged  to  the  Creditor,  and  therefore  a  diminution 
of  the  Debtor's  property.  But  this  is  a  most  grievous  error  :  a 
Debt  is  not  part  of  the  Debtor's  money  or  goods  affected  with  the 
Negative  sign,  but  the  |)ersonal  Duty  of  the  Debtor  to  pay  ;  and 
until  the  time  for  payment  has  arrived,  there  is  no  Duty  and  no 
Debt.  Hence  while  the  Right  created  on  the  exchange  of  the 
goods  is  an  Economic  Quantity  which  may  be  exchanged  and  sold 
any  number  of  times,  as  indeed  these  writers  admit,  the  Debt  or 
Duty  is  non-existent  or  latent,  and  has  no  effect  at  all :  hence  the 
goods  and  the  Credit  given  in  exchange  for  them,  are  two 
Economic  Quantities,  and  may  both  be  sold  and  transferred  any 
number  of  times.  And  in  Economics  we  have  only  to  consider 
the  number  of  Economic  Quantities,  and  their  relations  of 
exchange. 

We  will  give  a  very  simple  example  to  shew  how  very  erroneous 
the  method  of  stating  the  question  by  Thornton  and  Cernuschi  is. 
Suppose  a  banker  holds  a  merchant's  acceptance  not  yet  due. 

*  Algthra^  \st  edit.^  p.  77. 
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Snppoee  at  the  same  time  the  merchant  holds  an  equal  amount  of 
the  banker's  notes.  According  to  the  method  of  statement  of 
these  writers,  the  mntaal  debts  cancel  each  other,  and  the  result  is 
nothmg.  But  this  is  manifestly  erroneous:  because  the  banker 
may  if  he  pleases  put  the  merchant's  acceptance  into  circulation. 
Hence  there  would  be  two  Economic  Quantities  in  circulation,  and 
producing  the  same  effects  as  so  much  money.  Hence,  in 
Economics,  these  ^Quantities  are  not  to  be  considered  as  extin- 
guished until  they  are  so  in  reality.  But  the  same  may  be  said  of 
any  other  Economic  Quantity:  when  it  is  destroyed,  it  is  no 
longer  an  Economic  Quantity.  The  same  principle  is  true  with 
regard  to  Credit,  or  Debt,  as  with  any  other  Quantity  :  so  long  as 
it  exists,  and  id  capable  of  being  exchanged,  it  is  an  Economic 
Quantity  :  when  it  is  extinguished,  and  only  then,  it  ceases  to  be 
one. 

We  shall  shortly  find  that  two  Alegbraists  of  the  highest 
eminence  have  &Uen  into  exactly  the  same  error  as  Thornton  and 
Cemuschi,  in  attempting  to  explain  the  meaning  of  the  Negative 
sign  in  Economics. 

We  have  now  to  investigate  the  meaning  of  the  Negative  sign 
in  Economics. 

On  the  Application  of  the  Theory  of  Algebraical  Signs,  and  of 
the  Separation  of  tlie  Signs  of  Position  and  Operation,  to 
Economics. 

9.  Two  Algebraists  of  the  highest  eminence  have  attempted 
to  explain  the  application  of  the  Negative  sign  to  the  subject  of 
Debts,  or  Credit,  and  we  shall  now  shew  that  they  have  fallen  into 
exactly  the  same  error  as  Thornton  and  Cemuschi. 

Euler  says  ^ — "  The  manner  in  which  we  generally  calculate  a 
person's  property  is  an  apt  illustration  of  what  has  just  been  said. 
We  denote  what  a  man  really  possesses  by  positive  numbers,  using 
or  understanding  the  sign  +,  whereas  his  debts  are  represented 
by  negative  numbers,  or  by  using  the  sign  — .  Thus  when  it  is 
said  of  any  one  that  he  has  100  crowns,  but  owes  50,  this  means 
that  his  real  possessions  amount  to  100  —  50,  that  is  to  say  50. 

"As  negative  numbers  may  be  considered  b&  debts,  because 
positive  numbers  represent  real  possessions,  we  may  say   that 

»  Algebra,  p.  7.     Edit.  1797. 
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negative  nnmbers  are  less  than  nothing.  Thus  when  a  man  has 
nothing  in  the  world,  and  even  owes  50  crowns,  it  is  certain  that 
he  has  50  crowns  less  than  nothing  :  for  if  any  one  were  to  make 
him  a  present  of  50  crowns  to  pay  his  debts,  he  wonld  still  be 
only  at  the  point  nothing,  though  really  richer  than  before." 

It  is  qnite  evident  that  Enler  has,  in  this  passage,  fallen  into 
exactly  the  same  error  as  Thornton  and  Cemuschi :  namely 
considering  a  Debt  to  be  money  pledged  to  the  Creditor ;  and  so 
affected  with  a  negative  sign.  But  as  we  have  distinctly  shewn 
that  a  Debt  is  a  personal  Duty,  it  is  quite  evident  that  a  Personal 
Duty  cannot  be  subtracted  from  a  sum  of  money. 

It  is  quite  easy  to  shew  that  the  first  paragraph  is  not  a  suitable 
mode  of  stating  the  question  in  Economics.  For  suppose  that  a 
man  has  100  crowns,  and  he  is  bound  to  pay  50  crowns  one  year 
hence :  it  would  be  quite  inaccurate  to  say  that  his  property  is 
only  50  crowns,  or  (100  —  50).  For  he  has  the  100  crowns  to 
trade  with  in  the  meanwhile,  as  his  absolute  property  ;  and  all 
that  he  is  bound  to  do  is  to  have  on  a  certain  day  at  the  end  of 
the  year  50  crowns  to  discharge  his  debt.  But  the  owner  of  the 
Debt  may  put  it  into  circulation,  audit  may  produce  all  the  effects 
of  money  till  it  is  paid.  So  that  there  may  be  the  100  crowns 
and  the  debt  of  50  crowns  as  well,  circulating  simultaneously  in 
commerce.  And  yet  his  property  might  be  correctly  stated 
(100  —  50)  crowns.  Here  it  is  quite  clear  that  the  50  crowns  are 
not  to  be  subtracted  from  his  present  property.  Now  by  the  Law 
of  Confinuifi/,  the  same  must  be  true  if  we  diminish  the  period  of 
payment  gradually  from  one  year  by  small  gradations  of  a  day  at  a 
time,  till  we  reduce  it  to  0,  or  make  the  debt  payable  on  demand. 
The  fact  is  the  expression  is  to  be  read  this  way, — ^he  possesses 
100  crowns,  but  coupled  with  the  Duty  of  paying  50  crowns  at 
some  given  time. 

So  in  the  second  paragraph,  when  he  possesses  no  crowns,  and 
owes  50  crowns,  he  is  said  to  have  less  than  nothing.  This  clearly 
means  that  he  is  under  the  Duty,  or  Obligation,  to  pay  50  crowns^ 
and  has  nothing  to  pay  them  with.  Now  let  us  suppose  that  being 
in  this  position,  as  Euler  says,  some  one  makes  him  a  present  of 
50  crowns  to  pay  his  debt,  he  is  clearly  50  crowns  richer  than 
before,  and  yet  his  property  is  now  only  =  0.  This  is  an  example 
of  +  X  +  giving  + .  Thus  Euler  is  right  so  far  as  he  goes :  but 
he  has  manifestly  stated  only  one  half  of  the  case.    Because  there 
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is  another  combination  of  Algebraical  symbolfl  which  gives  +, 
namely  —  x  — ;  and  there  is  another  method  in  commerce  of 
arriving  at  the  same  practical  result.  Suppose  his  creditor 
releases  him  from  his  debt,  his  property  would  then  also  =  0  ;  and 
as  in  the  former  case,  he  would  be  50  crowns  better  off  than 
before. 

Thus  releasing  the  debtor  firom  the  Duly  to  pay  money,  is 
exactly  equivalent  to  making  him  a  present  of  money.  This 
shews  that  the  release  ( — )  of  a  debt  ( — )  is  the  same  thing  as  an 
increase  (+)  of  wealth  (+),or  that  —  x  —  =  +  X  +  ;  a  prin- 
ciple of  the  most  momentous  consequence  in  modem  commerce. 

10.  Peacock,  Dean  of  Ely,  to  whom  Algebraical  science  is  so 
much  indebted,  has  also  attempted  to  illustrate  the  use  of  the 
Negative  sign  in  commerce,  with  like  iU  success.  He  says^ — 
**We  conclude  our  observations  upon  this  subject  with  the 
discussion  of  one  more  example  of  a  problem  of  very  extensive 
application. 

^'  A  merchant  possesses  a  pounds  and  owes  h  pounds ;  his 
substance  is  therefore  a  —  (,  where  a  is  greater  than  h. 

*'  But  since  a  and  h  may  possess  every  relation  of  value,  we 
may  replace  J  by  a  —  c,  or  a  +  c,  according  as  a  is  greater  or 
less  than  ^ :  in  the  first  case  we  get 

a  —  &  =  a  —  {a  —  c)  =  c 
and  in  the  second 

a  —  &  =  «  —  (a  +  c)  =  —  c 

"If  c,  therefore,  express  his  substance  or  property,  when 
solvent,  —  c  will  express  the  amount  of  his  debts  when  insolvent : 
and  if  firom  the  use  of  -f  and  —  as  signs  of  affection,  or  quality, 
in  this  case,  we  pass  to  their  use  as  signs  of  operation,  then 
inasmuch  as 

a  +  ( —  c)  =  a  —  c,  and  a  —  ( —  c)  =a  +  c 
it  will  follow  that  the  addition  of  a  debt  —  c  is  equivalent  to  the 
subtraction  of  property  c  of  an  equal  amount,  and  the  subtraction 
of  a  debt  ( —  c)  is  equivalent  to  the  addition  of  property  c  of  an 
equal  amount,  and  it  consequently  appears  that  the  subtraction  of 
a  debt,  in  the  language  of  symbolical  Algebra,  is  not  its  obliteration 
or  removal,  but  the  change  of  its  aflTection  or  character,  from 
money  or  property  owed,  to  money  or  property  possessed." 

1  Algebra,  2nd  Edit,  p.  15. 
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Here  we  obseire  that  Peacock  arriTeB  at  the  result  that  the 
sabtraction  of  a  Debt  is  eqniTalent  to  the  addition  of  property ; 
bat  hifl  method  of  reasoning  is  erroneous  :  because  he  fbnns  just 
the  same  idea  of  a  debt  that  Thornton^  Cemnschi,  and  Enler  hare 
done,  that  it  is  money  owed  or  pledged  to  the  Creditor  and  there- 
fore affected  with  the  n^ative  sign  ;  idiidi  is  the  precise  error 
provided  against  in  the  Digest.  The  fact  is  that  the  sabtraction 
of  a  debt  is  not  the  change  of  the  sign  of  afection  of  a  certain 
quantity  of  money  in  the  hands  of  the  Debtor^  bat  it  is  the 
extinction  of  the  Duty  to  pay  money. 

The  error  which  Peacock  has  fallen  into  in  this  passage  is  so 
widespread  and  so  important  that  it  is  of  the  ntmost  conaeqnenoe 
to  eradicate  it.  Pothier  says' — ^*  The  Right  which  this  obligation 
gives  the  Creditor  of  proceeding  to  obtain  the  payment  of  the 
thing,  which  the  Debtor  is  obliged  to  give  him,  i*  not  a  Right  in 
the  thing  it^lf  (jus  in  re),  it  is  only  a  Right  against  the  person  of 
the  Debtor  for  the  purpose  of  compelling  him  to  give  it  (jus  ad 
rem).  The  thing  which  the  Debtor  is  obliged  to  give,  continues 
then  to  belong  to  him^  and  the  Creditor  cannot  become  proprietor 
of  ity  except  by  the  deliyery^  real  or  fictitious,  which  is  made  to 
him  by  the  Debtor  in  performance  of  his  obb'gadon. 

"And  till  this  delivery  is  made,  the  Creditor  has  nothing  more 
than  a  Right  of  demanding  the  thing,  and  he  has  only  that  Right 
against  the  person  of  the  Debtor  who  has  contracted  the  obliga* 
tion. 

**  Hence  it  follows  that  if  my  Debtor,  after  contracting  an 
obligation  to  give  a  thing  to  me  transfers  it  upon  a  particular  title 
to  a  third  person,  whether  by  sale  or  donation,  I  cannot  demand 
it  from  the  party  who  has  so  acquired  it,  but  only  from  my 
Debtor.  .  .  .  The  reason  is,  as  the  obligation  does  no^ 
according  to  our  principle,  give  the  Creditor  any  Right  in  the 
thing  which  is  due  to  him,  I  have  not  any  Right  in  the  thing 
which  was  due  to  me  that  I  can  pursue  against  the  person  in 
whose  hands  it  may  be  found." 

This  passage  most  clearly  explains  the  nature  of  the  error  into 
which  Peacock  and  countless  other  persons  have  fallen.  Peacock 
in  the  preceding  extract  considers  a  Debt  to  be  money  pledged 
and  belonging  to  the  Creditor,  and  therefore  affected  with  the 

*  A  Trcatiae  on  the  Law  of  ObUgatioiu  and  ContraeU,  Bart  /.,  ck,  2.    Art.  IL,  $  L 
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Negative  sign  as  regards  the  Debtor,  and  that  the  subtraction  of 
the  Debt  is  nothing  more  than  changing  the  Bight  of  possession 
into  the  Right  of  Property.  Bat  this  is  a  great  mistake  :  the 
Subtraction  of  the  Debt  is  not  changing  the  Bight  in  the  money 
from  the  Creditor  which  does  not  exist  to  the  Debtor,  but  simply 
extinguishing  the  Debtor's  Duty  to  pay  it. 

11.  The  perplexities  of  the  Theory  of  Credit  which  have 
baffled  all  the  Economists  in  the  world  to  explain,  can  only  be 
unraveled  by  the  great  modem  Algebraical  doctrine  of  the  Separa- 
tion of  ths  Signs  of  Position  and  Operation. 

As  the  introduction  of  this  great  doctrine  into  Economics  is 
perfectly  novel,  we  shall  have  to  treat  of  it  somewhat  fully. 

It  is  a  remarkable  example  of  the  almost  universal  truth,  that 
practice  has  always  preceded  theory,  that  even  the  Practice  of 
Science  long  preceded  the  Theory  of  Science.  Thus  from  the 
days  of  Diophantus,  it  was  perfectly  well  known  as  an  empirical 
rule,  that  in  Agebra  r—  x  —  gives  +.  "  Defect  multiplied  into 
defect  gives  existence,'  says  Diophantus.  But  though  he  gives  the 
rule,  he  can  give  no  reason  for  it.  When  the  great  pioneers  of 
Algebra  in  modem  times,  Harriott,  Fermat,  Vieta,  Des  Cartes, 
Cardan  translated  their  reasonings  into  general  symbols,  they 
found  they  had  created  a  machine  whose  working  they  were 
unable  fully  to  comprehend.  They  found  among  other  things, 
that  many  problems  produced  Negative  answers.  Unable  at  first 
to  comprehend  them,  they  believed  that  they  had  no  real  meaning, 
tind  they  called  positive  roots  true,  verm  radices,  and  negative 
roots  fictitious,  ficta  radices.  In  the  progress  of  Natural 
Philosophy,  the  negative  sign  was  used  to  a  vast  number  of 
quantities,  but  no  general  Theory  of  Signs  was  devised,  and  the 
progress  of  mathematics  was  much  impeded  by  the  want  of  this 
generalisation.  The  rule  that  —  x  —  gives  +  was  universally 
adopted  in  practice,  because  no  other  would  lead  to  right  results. 
But  Algebraists  were  unable  to  explain  the  reason  of  it :  it  was 
wholly  unknown  to  Newton  ;  and  when  the  great  Euler  tried  to 
explain  it,  he  babbled  like  a  child. 

Even  so  late  as  1794  a  distinguished  mathematician  at 
Cambridge  denied  the  existence  and  ridiculed  the  notion  of  there 
being  such  things  as  Negative  Quantities. 

Many   centuries    ago   the    Hindoo    Algebraists    had    made 
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considerable  advances  in  explaining  the  Theory  of  Signs,  but 
nothing  was  done  in  Europe  till  the  close  of  the  last  century. 
Since  then  a  new  spirit  of  philosophy  has  been  breathed  into  the 
old  science,  and  a  number  of  chstinguished  men  Arbogast, 
Argand,  Bute,  Camot,  Warren,  Peacock,  De  Morgan,  and  others, 
have  completely  established  the  Theory  of  Signs ;  and  their 
labours  have  resulted  in  the  doctrine  of  the  Separation  of  the 
Signs  of  Affection  or  Position  and  Operation. 

12.  Writers  who  are  not  versed  in  Natural  Philosophy  have  no 
conception  of  the  signs  +  and  —  meaning  anything  but  addition 
and  subtraction,  whereas  every  one  who  has  any  knowledge  of  the 
subject,  knows  perfectly  well  that  the  symbols  +,  0,  and  — ,  have 
an  immense  variety  of  meanings  in  Natural  Philosophy,  according 
to  the  particular  circumstances  under  which  they  occur ;  and  it  is 
wholly  impossible  to  determine  their  meaning,  imtil  we  know  the 
particular  state  of  circumstances  out  of  which  they  arise. 

Every  great  science  is  founded  on  some  single  idea,  or  concep- 
tion, or  quality,  which  must  be  of  the  most  general  nature,  and 
every  Quantity  whatever  in  which  that  quality  is  found,  is  an 
element  in  that  science  no  matter  what  other  qualities  are  found 
in  it.  Bacon,  as  we  have  already  seen,  inculcates  that  we  must 
search  for  the  given  nature  or  quality  in  substances  the  most 
unlike,  wherever  it  may  be  found. 

Now  as  Economics  is  the  science  of  Exchanges,  or  Values,  it 
necessarily  follows  that  every  Quantity  whatever,  which  is  capable 
of  being  exchanged  or  valued,  must  be  an  Economic  Quantity,  no 
matter  what  its  nature  is,  enduring  or  evanescent,  corporeal  or 
incorporeal. 

13.  But  these  Quantities  in  the  various  sciences  may  be 
endowed  with  Opposite  qualities,  and  when  they  are  so,  it  is 
universally  the  custom  in  Natural  Philosophy  to  chstinguisli  them 
by  the  signs  of  +  and  — . 

They  are  then  called  Signs  of  Affection  or  Position. 

The  instances  of  this  that  might  be  quoted  from  the  various 
branches  of  Natural  Philosophy  are  innumerable,  and  we  will  only 
quote  a  few  to  illustrate  our  meaning,  and  to  furnish  analogies  to 
guide  us  to  tlie  solution  of  the  perplexities  of  Economics, 

Thus  in  Algebraical  Geometry,  in  which  it  is  necessary  to  fix 
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*  ■ .  • 
ilie  position  of  lines  it  is  nsiuJ  to  take  some  fixed  point  called  the 
Origin,  and  then  lines  drawn  in  apposite  directions  from  that  point 
are  distinguished  by  opposite  signs.  Thus  if  Unes  to  the  right  of 
it  are  called  positive,  and  distinguished  by  the  sign  +,  then  lines 
drawn  to  the  left  of  it  are  called  negative,  and  are  ducted  by  the 
sign  — .  If  lines  drawn  up  from  it  sie  positive,  and  denoted  by 
the  sign  +,  those  drawn  down  from  it  are  negative,  and  denoted 
by  the  sign  — . 

So  if  a  line  revolving  in  one  direction  be  denoted  by  +,  when 
it  revolves  in  the  opposite  direction,  it  is  denoted  by  — . 

If  two  mechanical  forces  act  in  opposite  directions  they  are 
distinguished  by  opposite  signs. 

So  if  an  Accelerating  force  be  denoted  by  +,  and  called 
Positive,  a  Eetarding  force  will  be  denoted  by  — ,  and  be  called 
Negative.  And  a  Retarding  force  may  be  called  a  Negative 
Accelerating  force ;  and  an  Accelerating  force  may  be  called  a 
Negative  Eetarding  force. 

The  engines  of  a  steamer  going  a-head  may  be  denoted  by  +, 
when  going  astern  by  — . 

So  if  1  be  multiplied  by  powers  of  a,  they  are  called  Positive 
powers  of  a:  if  1  be  divided  by  powers  of  a,  they  are  called 
Negative  powers  of  a ;  but  both  Positive  and  Negative  powers  of 
a  are  Algebraical  Quantities. 

A  curious  instance  of  this  may  be  cited  from  steam  navigation. 
Owing  to  the  resistance  of  the  water,  the  paddles  and  the  screw 
of  a  steamer  do  not  in  general,  propel  the  vessel  through  the 
water,  so  fast  as  they  would  do  if  there  were  no  resistance.  This 
loss  of  speed  is  called  the  Slip.  But  in  the  case  of  the  screw,  by 
giving  the  stern  of  the  vessel  a  particular  shape,  the  paradoxical 
result  may  be  produced,  that  she  may  actually  be  made  to  go 
fester  through  the  water  than  she  would  do,  if  the  screw  were 
working  in  a  solid.  Thus  in  this  case  the  difference  between  the 
theoretical  and  the  actual  speed  is  a  Oain  instead  of  a  Loss,  and 
this  is  called  the  Negative  Slip. 

So  in  Parliament  the  supporters  of  Government  may  be  called 
+  and  its  opponents  — . 

14.  Now  in  many  of  these  cases  it  may  happen  that  the 
Quantities  endowed  with  opposite  qualities  may  balance  each 
other,  and  the  result  be  0  ;  but  it  would  manifestly  be  an  error 


THEORY   OF  SIGNS.  159 

of  the  greatest  magnitade  to  say  that^  becanse  nnder  some 
circnmstances  these  Opposite  Qaantities  may  nentralise  each 
others'  effects^  that  is  exactly  the  same  thing  as  saying  that  they 
do  not  exist  at  all. 

Sappose  that  on  a  division  the  nnmbers  for  Government  were 
840,  and  the  numbers  against  Government  800.  Then  for 
practical  purposes  it  might  be  said  that  the  strength  of  the 
Government  was  40,  because  the  —  800  neutralise  the  effect  of 
the  +  300.  But  it  would  be  clearly  an  enormous  error  to  say 
that  that  is  absolutely  the  same  thing  as  saying  that  these  600 
men  do  not  exist  at  all.  It  is  perfectly  clear  that  there  are  640 
Parliamentary  units.  It  is  quite  clear  that  to  find  the  total 
number  of  Parliamentary  units  we  must  add  the  opposition  to  the 
ministerialists,  and  not  subtract  them. 

It  is  an  error  of  precisely  the  same  nature  to  say  that  because 
a  man  possesses  £100,  and  at  the  same  time  has  accepted  a  bill 
for  £50  payable  three  months'  after  date,  there  are  only  £50 
in  existence  as  Economic  Quantities.  No  doubt  it  might  be  said 
that  for  practical  purposes  the  man's  fortune  was  only  £60.  But 
the  £100  and  the  bill  for  £50  may  both  circulate  independently 
in  commerce  at  the  same  time  ;  and  hence  while  they  do  so,  and 
until  the  £50  bill  is  paid  and  extinguished,  there  are  £150  of 
Economic  Quantities.  When  the  bill  is  paid  and  extinguished,  it 
ceases  to  exist  as  an  Economic  Quantity. 

15.  Now  this  idea  of  Opposition  is  applied  to  a  continuous 
line  :  or  to  motion  in  a  continuous  line.  If  any  point  be  taken  as 
0,  then  the  part  of  the  line  on  one  side  may  be  denoted  by  + , 
and  the  part  on  the  other  side  by  — . 

Thus  in  a  thermometer  some  fixed  point  is  taken  as  0,  and 
degrees  above  that  point  are  called  +,  and  those  below  — . 

Now  if  the  mercury  passes  from  a  certain  number  of  degrees  on 
either  side  of  0,  to  any  number  of  ^degrees  on  the  other,  it  is  quite 
clear  that  in  order  to  find  the  total  number  of  d^rees  passed 
over,  the  degrees  on  both  sides  must  be  added  together.  That  is 
the  Negative  degrees  must  be  added  to  the  Positive  degrees  and 
not  subtracted  from  them, 

16.  The  same  idea  is  applied  to  Time  in  Natural  Philosophy, 
which  may  be  considered  as  motion  in  a  continuous  line.     If  any 
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point  in  Time  be  tdfen^  snch  as  the  present  moment,  or  any  fixed 
era,  then  this  point  is  denoted  by  0,  and  Time  *  opposite  sides  of 
this  point  will  be  denoted  by  opposite  signs.  Thns  if  we  call 
Time,  whether  years,  months,  weeks,  or  days,  hefiyit^B^  era  +>  or 
Positiye,  then  Time  after  this  point  will  be  — ^,  or  JftgaHve,  and 
the  successive  intervals  will  be  expressed  thus  —  ^ 
. . .  +  6,  +  5,  +  4,  +  8,  +  2,  +  1, 0,-1,— 2,— 8,— 4,— 5,— 6, . . . 
where  the  sign  +  merely  means  that  the  years  it  is  affixed  to  were 
lefore  the  given  era  ;  and  the  sign  —  means  that  the  years  it  is 
affixed  to  were  after  a  given  era. 

It  is  quite  clear  that  if  we  want  to  find  the  number  of  years 
between  any  event  which  happened  some  tim§  before  this  era,  and 
another  event  which  happened  some  time  after  it,  we  must  add  the 
number  of  years  on  hoth  sides  of  0. 

Thus  if  the  birth  of  Christ  be  the  given  era,  or  0,  the  years 
Ifefore  Christ  will  be  Positive,  and  the  years  after  Christ  Negative. 
To  find  the  number  of  years  from  the  foundation  of  Rome  to  the 
present  time  we  must  add  together  +  758  and  —  1875  years,  or 
2528  years  altogether. 

As  an  illustration  of  the  application  of  the  Positive  and  Nega- 
tive signs  to  Time,  let  us  take  an  example  which  will  be  very 
useftd  in  Economics.    Suppose  this  question  was  asked — 

A  father* 8  age  is  40,  and  his  son's  15,  when  was  the  fattier 
twice  the  age  of  his  son  ? 

Let  X  be  the  number  of  years  before  the  present  time,  when  the 
father  was  twice  the  age  of  the  son  ; 

Then,  40  — a;  =  2  (15  —  ic) 

or,  x  =  —  10. 

Now  what  does  this  Negative  answer  mean  ?  It  means  that 
the  fether  never  was  twice  the  age  of  the  son  in  Time  past,  which 
we  have  taken  as  Positive  in  the  question.  The  epoch  of  his 
being  twice  the  age  of  his  son  is  to  be  found  in  Time  opposite  to 
the  past ;  namely  in  Time  future.  He  was  not  twice  the  age  of 
his  son  10  years  ago :  but  he  will  be  so  10  years  hence :  as  is  very 
clear,  for  in  10  years  the  father  will  be  50  and  the  son  25. 

Hence,  if  any  Event  be  Positive  which  has  happened  in  Time 
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past,  the  same  Event  is  Negative,  if  it  is  to  happen  in  Time 
future. 

17.  These  illustrations,  which  might  be  immensely  extended 
by  examples  taken  from  every  branch  of  Natural  Philosophy,  are 
suflBcient  to  exemplify  the  doctrine  which  we  have  endeavoured  to 
explain,  that  universally  in  Natural  Philosophy  the  Negative  sign 
—  does  not  mean  Negation  or  non-existence,  but  Opposition  or 
Contrariety,  and  that  Negative  Quantities  have  as  real  and 
independent  an  existence  as  Positive  ones,  and  are  to  be  enume- 
rated separately  and  independently,  as  Quantities  in  that  science, 
to  find  the  totality  of  Quantities.  In  fact  absolute  Quantities 
have  no  sign  at  all ;  the  Positive  and  Negative  signs  are  only 
introduced  when  some  idea  of  Opposition,  Contrariety,  or  Inverse- 
ness,  occurs. 

18.  But,  moreover.  Inverse,  or  Opposite,  Operations  may  be 
performed  on  these  Quantities,  which  are  already  aflfected  with 
these  opposite  signs.  And  these  Inverse,  or  Opposite,  Operations 
are  also  denoted  by  the  same  signs  -f  and  — .  And  the  combina- 
tions of  these  opposite  signs  of  opposite  operations  with  the  signs 
of  opposite  qualities  affecting  these  Quantities  ;  that  is,  the  com- 
binations of  the  signs  of  Affection  and  Operation,  give  rise  to  the 
well  known  Algebraical  rules, 

+  X  +  gives  + 

+  X  —     „    — 

—  X  —     „     + 

—  X  +     „    — 

These  laws  which  are  universally  applicable  in  Natm'al  Philoso- 
phy, are  equally  applicable  to  Economics,  and  among  other  things 
are  alone  capable  of  giving  the  solution  of  the  Theory  of  Credit, 
which  has  hitherto  been  the  opprobrium  of  the  science. 

It  will  be  found  that  there  are  Economic  Quantities  of  Inverse, 
or  Opposite,  properties,  and  therefore,  following  the  strictest 
analogy  with  Physical  Science,  we  shall  denote  them  by  opposite 
signs ;  and  also  opposite  Operations  may  be  performed  on  these 
Opposite  Quantities,  bringing  into  play  the  well  known  Algebraical 
rules,  which  will  lead  to  consequences  that  may  surprise  some  of 
our  readers. 
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19.  Hence  Algebra  in  general,  and  Commercial  Algebra  with 
which  we  are  at  present  concerned,  deals  with  Quantities  and 
Operations.  And  whenever  any  of  these  Quantities,  whatever 
their  nature  be,  possess  any  Qualities  whatever,  or  are  affected 
by  any  relations  of  an  opposite  nature,  they  are  distinguished  by 
the  opposite  signs  +  and  — . 

Thus  Time  Past  and  Time  Future ;  and  therefore  Products 
which  have  been  produced  in  Time  Past,  and  Products  which  are 
to  be  produced  in  Time  Future  :  and  consequently  the  Rights  to 
these  products  respectively :  Active  and  Passive  :  Rights  and 
Duties  :  may  all  be  distinguished  by  the  signs  +  and  — . 

So  among  operations.  Adding  and  Subtracting :  Creating  and 
Destroying :  Receiving  and  Paying  :  may  be  denoted  by  the 
same  signs  +  and  — . 

Hence  if  the  Right  to  Demand  £100  be  denoted  bv  +  £100  ; 
the  Duty  to  Pay  £100  will  be  denoted  by  —  £100  ;  without 
any  reference  to  any  specific  £100. 

20.  The  use  of  the  terms  Positive  and  Negative  to  denote 
opposition  is  not  confined  to  mathematicians,  but  is  very  common 
by  Jurists. 

Thus  Ortolan  uses  the  terms  Positive  and  Negative  Rights  to 
denote  Rights  to  acts,  and  Rights  to /o?'beara?ic€s,^ 

In  its  relation  to  a  Right,  a  Duty  is  Negative.  But  Duties 
themselves  are  termed  Positive  and  Negative  :  as  there  is  the 
Duty  to  do  something,  and  the  Duty  to  abstain  from  doing  some- 
thing. 

So  as  we  have  seen  Debts  are  called  Active  and  Passive,  in 
French,  which  is  the  same  thing. 

So  Austin  speaks  of  Positive  and  Negative  wrongs  ;  or  wrongs 
of  cammimon  and  omission. 

So  also  Civilians  class  Servitudes  as  Positive  and  Negative  :  or 
those  which  consist  in  the  right  of  usiri4/  the  given  subject  in  a 
given  manner,  and  those  which  consist  in  the  right  to  a  forbear- 
ance on  the  part  of  the  owner  from  using  the  subject  in  a  given 
manner. 

So  in  Parliamentary  language,  if  a  Bill  is  thrown  out,  it  is  said 
to  pass  in  the  Negative. 

Hence,  arguing  from  these  analogies,  we  are  quite  at  liberty  in 

1  QifUrdLisaton  du  droit  Romain,  Ft.  IL,  2,  §  70. 
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Economics  to  apply  the  tenns  Positire  and  Negative  to  Quantities 
and  Operations  of  opposite  qualities. 

21.  We  shall  now  shew  the  application  of  these  principles  to 
Economics. 

We  have  shewn  that  Property  is  a  Right  residing  in  the  person. 
Now  a  man  may  have  the  Right  to  some  specific  actually  existing 
thing,  the  produce  of  the  past,  and  he  may  also  have  the  Right 
to  receive  things  which  will  only  come  into  his  possession  at  a 
future  time,  and  some  of  which  may  not  even  come  into  existence 
till  some  future  time.  But  each  of  these  Rights  is  Property,  and 
they  may  each  be  bought  and  sold,  and  they  are  therefore  Wealth. 
Consequently  the  totahty  of  a  man's  Wealth  is  the  sum  of  the  two 
kinds  of  Property.  Now  following  the  ordinary  custom  of  Natural 
Philosophy  if  we  denote  the  accumulated  products  of  his  industry 
which  have  already  come  into  his  possession  by  the  sign  +>  and 
call  them  Positive,  we  may  call  the  products  which  will  only  come 
into  his  possession  at  a  future  time  by  the  sign  — ,  and  call  them 
Negative. 

If  we  have  some  quantity  like  land,  which  produces  a  con- 
tinuous series  of  products  ;  and  if  we  take  the  present  time  as  the 
given  era,  which  we  denote  by  0,  then  all  the  profits  which  the 
land  has  produced  in  time  past  may  be  called  Positive  ;  and  all 
the  profits  it  will  produce  in  time  future  will  be  Negative. 

But  although  these  profits  will  only  come  into  existence  at  a 
future  time,  yet  the  Property,  or  Right,  to  receive  them,  when 
they  do  come  into  existence  is  Present,  Hence  the  total  amount 
of  Property  in  land  comprehends  the  Right  to  the  produce  of  the 
pasty  together  with  the  Right  to  the  produce  of  the  future :  and 
as  the  Property  in  the  produce  of  the  past  is  Inverse,  or  Oppo- 
site, to  the  Property  in  the  produce  of  the  future,  if  we  call  the 
former  Positive,  the  latter  will  be  Negative,  strictly  in  accor- 
dance with  the  principles  of  Natural  Philosophy. 

Property  in  land  is  the  highest  Property  of  all ;  and  to  under- 
stand the  nature  of  Property  in  land  is  the  grammar  of  Property 
in  general. 

Things  differ  in  their  use  according  to  their  nature :  some 
perish  in  the  use  :  some  perish  from  causes  independent  of  their 
use  :  some  are  in  a  state  of  complete  existence,  and  do  not  perish, 
and  they  give  the  means  of  complete  enjoyment,  as  statues,  gems, 
&c. 
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But  Land  is  indestructible  in  its  nature  ;  its  use  is  unlimited  in 
duration  :  and  constant  and  uniform  in  its  quality. 

Now  suppose  that  we  purchase  an  estate  in  land  for  £100,000  : 
where  is  the  Value  for  oiu*  money  ?  Does  it  consist  in  things 
which  have  a  present  existence  ?  The  veriest  tyro  would  answer 
—certainly  not.  Where  then  is  the  equivalent  for  the  purchase 
money  ? 

When  we  purchase  an  estate  in  land  we  purchase  the  Right  to 
the  actually  existing  produce  o7  the  land  and  labour,  such  as  the 
houses,  the  timber  trees,  the  crops  on  the  ground,  togetMr  with 
the  Right  to  receive  its  annual  produce  for  ever :  a  series  of 
products  which  will  only  come  into  existence  at  definite  intervals 
of  time  for  ever.  Thus  Property  in  land  consists  of  two  perfectly 
distinct  parts  :  Property  in  the  products  of  the  pasty  and  Property 
in  a  series  of  products  of  the  future^  say  £8,000  a-year  for  ever  : 
which  may  be  represented  thus — 

Existing  produce  of  land,  together  with  —  £8,000,  —  £3,000, 
—  £8,000,  &c.,  for  ever. 

Where  the  Negative  Sign  means  that  the  products  will  only 
come  into  existence  at  future  definite  intervals  of  time. 

But  though  the  yearly  produce  of  the  land  will  only  come  into 
existence  at  future  intervals  of  time,  the  Property,  or  Right,  to 
receive  them  when  they  do  come  into  existence,  is  present,  and 
may  be  bought  and  sold  like  a  horse,  or  a  table.  That  is  to  say, 
each  of  these  annual  profits  for  ever  has  a  Present  Value  ;  and 
the  purchase  money  of  the  land  is  simply  the  sum  of  the  Present 
Values  of  this  series  of  future  payments  for  ever. 

Now  the  Right  to  receive  any,  or  any  number,  of  these  future 
profits  is  an  Estate  in  land  :  and  as  the  entirety  of  these  estates 
may  belong  to  a  number  of  different  persons,  we  have  the  whole 
legal  doctrines  of  estates  in  remainder,  in  fee,  in  tail,  in  rever- 
sion, &c.,  with  all  their  complications. 

Again,  although  this  series  of  future  payments  is  infinite,  a 
simple  Algebraical  formula  shews  that  it  has  a  finite  limit.  When 
the  usual  rate  of  interest  is  3  per  cent.,  the  total  Property  in 
land  is  worth  about  88  times  its  annual  profit.  Consequently, 
if  we  buy  the  existing  crop  on  the  ground,  only  one  part  is 
Corporeal,  the  remaining  "d2  are  Incorporeal. 

Now  when  a  purchaser  has  bought  land,  it  may  be  said,  without 
any  very  great  metaphor,  that  it  owes  him  a  series  of  payments 
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Economics  to  apply  the  terms  Positire  and  Negative  to  Quantities 
and  Operations  of  opposite  qualities. 

21.  We  shall  now  shew  the  application  of  these  principles  to 
Economics. 

We  have  shewn  that  Property  is  a  Right  residing  in  the  person. 
Now  a  man  may  have  the  Right  to  some  specific  actually  existing 
thing,  the  produce  of  the  ;w«/,  and  he  may  also  have  the  Right 
to  receive  things  which  will  only  come  into  his  possession  at  a 
future  time,  and  some  of  which  may  not  even  come  into  existence 
till  some  future  time.  But  each  of  these  Rights  is  Property,  and 
they  may  each  be  bought  and  sold,  and  they  are  therefore  Wealth. 
Consequently  the  totaUty  of  a  man's  Wealth  is  the  sum  of  the  two 
kinds  of  Property.  Now  following  the  ordinary  custom  of  Natural 
Philosophy  if  we  denote  the  accumulated  products  of  his  industry 
which  have  already  come  into  his  possession  by  the  sign  +,  and 
call  them  Positive,  we  may  caU  the  products  which  will  only  come 
into  his  possession  at  a  future  time  by  the  sign  — ,  and  call  them 
Negative. 

If  we  have  some  quantity  like  land,  which  produces  a  con- 
tinuous series  of  products  ;  and  if  we  take  the  present  time  as  the 
given  era,  which  we  denote  by  0,  then  all  the  profits  which  the 
land  has  produced  in  time  past  may  be  called  Positive  ;  and  all 
the  profits  it  will  produce  in  time  future  will  be  Negative. 

But  although  these  profits  will  only  come  into  existence  at  a 
future  time,  yet  the  Property,  or  Right,  to  receive  them,  when 
they  do  come  into  existence  is  Present,  Hence  the  total  amount 
of  Property  in  land  comprehends  the  Right  to  the  produce  of  the 
pasty  together  with  the  Right  to  the  produce  of  the  future :  and 
as  the  Property  in  the  produce  of  the  past  is  Inverse,  or  Oppo- 
site, to  the  Property  in  the  produce  of  the  future,  if  we  call  the 
former  Positive,  the  latter  will  be  Negative,  strictly  in  accor- 
dance with  the  principles  of  Natural  Philosophy. 

Property  in  land  is  the  highest  Property  of  all ;  and  to  under- 
stand the  nature  of  Property  in  land  is  the  grammar  of  Property 
in  general. 

Things  differ  in  their  use  according  to  their  nature :  some 

perish  in  the  use  :  some  perish  from  causes  independent  of  their 

nse  :  some  are  in  a  state  of  complete  existence,  and  do  not  perish, 

and  they  give  the  means  of  complete  enjoyment,  as  statues,  gemi^ 

&c. 
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last  century,  can  fail  to  see  that  the  designation  of  Property  in 
the  proceeds  of  the  future  by  the  Negative  Sign,  for  the  purpose 
of  contra-distinguishing  it  from  Property  in  the  proceeds  of  the 
past,  is  strictly  analogous  to  its  use  in  Physical  and  Mathematical 
Science.  A  man's  Property  in  the  future  earnings  of  his  own 
industry  is  as  clearly  a  part  of  his  Property,  as  his  Right  to  reap 
the  produce  of  his  own  land.  And  he  may  sell  and  transfer,  or 
trade  with,  and  make  a  Profit  by,  or  make  Capital  of,  the  one  as 
well  as  the  other.  But  when  a  merchant  does  actually  trade  with 
his  Credit,  considerations  of  a  more  complex  nature  arise  ;  and  we 
must  describe  the  facts  in  order  to  see  how  they  are  to  be  classified. 

When  a  trader  purchases  goods  with  his  Credit,  or  his  Promise 
to  pay,  the  goods  become  his  absolute  Pi'operty,  just  as  if  he  had 
bought  them  with  money.  But  exactly  at  the  same  instant  that 
the  Property  in  the  goods  is  transferred  to  him,  the  Property  in 
the  Promise  to  pay  is  transferred  to  the  seller,  and  by  this  opera- 
tion there  is  created  in  the  person  of  the  seller  the  Right  to 
DEMAiTD  the  payment  of  them  at  a  fixed  time,  and  also  at  the 
very  same  instant,  there  is  created  in  the  person  of  the  buyer  the 
Duty  to  pay  for  them  at  the  fixed  time. 

By  this  operation,  a  Nexumy  Contract,  or  Obligation,  is  created 
between  the  two  parties.  And  this  Contract,  or  Obligation, 
contains  within  itself  the  Right  to  demand  and  the  Duty  to 
PAY  :  and  as  these  two  are  manifestly  Inverse,  or  Opposite,  to 
each  other,  if  the  Right  to  demand  is  Positive,  the  Duty  to  pay 
is  Negative,  For  a  Duty  may  manifestly  be  called  a  Negative 
Right,  just  as  a  Retarding  force  may  be  called  a  Negative 
Accelerating  force.  And  here  at  last  we  have  found  the  true 
meaning  of  the  expression  used  by  Mathematicians,  that  Debts 
are  Negative  Quantities.  Property  is  a  Right,  but  Debt  is  a 
Duty.  A  Contract,  therefore,  contains  two  opposite  Quantities, 
the  Right  to  deniund  and  the  Duty  to  pay :  and  as  these  are  created 
simultaneously,  and  can  only  exist  in  pairs,  and  not  separately, 
and  can  only  be  extinguished  simultaneously,  they  bear  an  analogy 
to  Polar  Forces. 

Now  the  error  of  Thornton,  Cernuschi,  Euler,  Peacock,  and 
many  others,  consists  in  this,  that  they  consider  the  Debt  to  be  an 
actual  specific  portion  of  the  Debtor's  money,  or  goods,  separated 
from  his  other  property,  and  pledged  to  the  Creditor.  But  this 
is  a  fundamental  and  most  important  error.     No  doubt  the  Duty 
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to  pay  at  a  future  time  is  created,  but  it  is  not  a  Debt  mpresenti, 
but  is  only  a  Debt  in  futuro :  it  is  not  a  Debt,  or  dtie  until  the 
period  fixed  for  payment  has  come.  And  therefore  until  that 
period  has  come  it  may  be  treated  as  absolutely  latent,  or  non- 
existent. And  even  supposing  that  the  Debt  is  payable  on 
demand,  like  a  banker's  notes,  it  may  be  treated  exactly  in  the 
same  way,  until  the  notes  are  actually  presented  for  payment. 
The  money  placed  in  the  banker's  hands  by  his  customers  belongs 
to  him  absolutely,  notwithstanding  that  it  is  repayable  on  demand. 
But  the  Right  to  demand,  or  the  Credit,  is  the  present  Bight,  or 
Property,  of  the  Creditor,  which  may  be  sold  and  transferred  like 
any  other  goods  and  chattels,  and  therefore  it  is  "  Ees,'*  **  Bonum,** 
**  Pecunia,'*  and  "  Merx,''  and  forms  the  subject  of  a  colossal 
commerce.  And  this  Credit,  or  Right,  can  only  be  extinguished 
by  being  revested  in  the  person  of  the  Debtor  from  whom  it 
originally  emanated. 

Hence  we  see  that  the  true  definition  of  Credit  as  an  Economic 
Quantity,  or  an  article  of  commerce,  is  the  Present  Right  to  a 
Future  Fagtnent. 

24.  We  shall  now  see  the  importance  of  the  error  we  have 
just  noticed.  If  a  Debt  were  Money,  or  Goods,  in  the  Debtor's 
possession,  affected  with  the  Negative  Sign,  and  Pledged  to  the 
Creditor,  of  course,  if  a  man  had  no  money,  or  goods,  he  could 
not  be  in  Debt  and  insolvent,  because  he  would  have  no  money  or 
goods  that  could  be  affected  with  the  Negative  Sign,  or  be  pledged 
to  the  Creditor.  But  the  Credit  and  the  Debt  are  nothing  but 
a  legal  Bond  between  the  two  parties,  and  are  nothing  more  than 
a  Personal  Right  to  demand  and  a  Personal  Duty  to  pay  :  a  man 
may  have  no  Money  and  yet  be  in  Debt  £100.  The  Creditor's 
Pu/ht  to  (kma/ul  and  the  Debtor's  Duty  to  pay  exist  quite  irrespec- 
tive of  the  fact  that  he  has  any  money  or  not.  If  the  Debtor 
cannot  pay  his  Debt,  the  Creditor's  Right  may  lose  its  Value  ;  but 
that  does  not  destroy  its  existence,  any  more  than  a  piece  of 
money  would  be  annihilated  if  placed  in  a  situation  where  it  could 
not  be  exchanged,  and  therefore  where  it  would  have  no  Value. 
Smith  himself  says  that  if  a  guinea  could  be  exchanged  for 
nothing,  it  would  have  no  more  Value  than  a  bill  upon  a 
bankrupt ;  but  that  would  not  destroy  its  existence.  So  also  in 
like  manner,  the  Debtor's  inability  to  pay  does  not  in  any  way 
destroy  his  Dufi/  to  pay. 
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This  Credit,  then,  being  Property,  may  be  sold,  exchanged, 
bequeathed,  or  presented  as  a  donation  precisely  like  any  other 
merchandise,  or  like  money. 

Now  let  ns  suppose  that  a  Debtor  owes  £100  and  is  utterly 
insolvent.  Then  his  Property  is  represented  by  —  £100, «.  e.,  the 
Duty  to  pay  £100.  The  Creditor's  Right  is,  of  course,  represented 
by  +  £100.  Suppose  that  the  Creditor  generously  presents  the 
Debtor  with  his  Right  tv  demand,  as  he  may  do  to  any  one  else,  or 
to  him.  Then  the  Debtor  has  now  in  his  person  both  the  Duty 
to  pay  £100,  or  —  £100,  and  the  Right  to  demand  £100,  or  + 
£100 ;  his  Property  is  then  —  £100  +  £100  :  these  two  opposite 
Quantities,  of  course,  cancel  each  other,  like  +  a  and  —  a  on  the 
some  side  of  an  equation  :  the  Contract,  or  the  Obligation,  is 
extinguished,  and  the  Debtor  is  now  freed  from  his  Debt.  He  is 
now  £100  richer  than  he  was  before,  though  his  Property  is  now 
=  0.  And  it  is  quite  clear  that  this  result  has  not  been  obtained 
by  changing  Money  owed  into  Money  possessed,  as  Peacock  says, 
because  there  has  been  no  Money  at  all  in  the  case,  but  it  has  been 
effected  by  the  gift  or  the  addition  of  a  Positive  Quantity,  which 
cancelled  the  Negative  Quantity,  aud  annihilated  the  existence  of 
both  Quantities. 

Like  Polar  Forces,  they  were  created  together,  and  they  vanish 
together. 

Hence  it  must  be  carefully  observed  that  in  Economics  +  £100 
denotes  both  Money  and  Credit,  both  the  possession  of  actual  Money, 
and  the  Right  to  demand  money  from  some  one  else  :  —  £100 
means  solely  the  Duty  to  pay  money :  now,  of  course,  it  is  only  the 
Right  which  can  cancel  the  Duty.  The  possession  of  Money  can 
never  cancel  the  Duty  to  pay  it :  for  then,  of  course,  no  Debtor 
would  ever  be  bound  to  pay  his  Debts.  Hence  it  must  be  care- 
fully observed  in  what  cases  +  £100  will  cancel  —  £100  in 
Economics.  It  never  does  so  when  +  £100  denotes  actual 
Money  :  nor  will  it  do  so  when  the  +  £100  denotes  a  Right 
against  any  other  person  than  the  Debtor  himself :  because  a  man 
may  hold  another  merchant's  acceptance,  and  yet  be  under  an 
obligation  on  his  own  acceptance.  It  is  only  in  the  case  in  which 
his  own  Creditor  transfers  to  him  a  Right  of  Action  against 
himself  that  +  £100  can  cancel  the  —  £100,  and  simultaneously 
annihilate  the  existence  of  both  Quantities.  This  consideration, 
which  the  slightest  reflection  on  the  ordinary  facts  of  the  system 
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of  Credit,  will  shew  to  be  obviously  true,  \b  of  the  greatest 
practical  importance.  * 

Hence  we  see  that  the  Release  of  a  Debt  is  exactly  equivalent 
to  a  Gift  of  Money,  or  to  Payment. 

This  doctrine,  which  is  expressly  laid  down  in  Roman  Law,  and 
is  enforced  by  all  Jurists,  is  of  the  greatest  importance  in  commerce, 
but  we  must  reserve  its  fuller  consideration  until  we  come  to  treat 
of  the  extinction  of  Obligations,  or  Credit. 

25.  We  shall  now  shew  the  strict  propriety  of  calling  Money 
and  Credit,  Positive  and  Negative  Capital. 

We  have  already  shewn  that  the  true  character  of  Money  is  that 
it  is  a  Right,  and  numemus  Economists  have  said  the  same  thing. 
Money  is  a  Right,  but  Debt  is  a  Duty.  And  this  exactly  corres- 
ponds with  the  common  Algebraical  doctrine  that  Quantities 
passing  through  0,  change  their  sign.  Because  when  a  man  has 
spent  all  his  Money,  his  Property  being  then  0,  and  then  runs 
into  Debt,  he  has  exhausted  all  his  Ei{/ht  to  demand  (+)  and  has 
incurred  a  Dufy  to  jniy  ( — ). 

Now  a  merchant's  Purchasing  Power  consists  of  his  Money  and 
his  Credit.  But  he  cannot  purchase  with  his  Credit  without 
incurring  a  Debt :  that  is  without  incurring  the  Duty  to  pay  for 
the  goods  he  buys  with  his  Credit. 

If  he  buys  goods  with  Money  and  sells  them  again  with  a 
Profit,  he  first  replaces  the  Money  he  laid  out,  and  the  surplus  is 
his  Profit. 

If  he  buys  goods  with  his  Credit,  and  sells  them,  as  before,  wifli 
a  Profit,  he  discharges  the  Debt  he  has  incurred,  and  the  surplus 
is  his  Profit. 

In  either  case  his  Profit  consists  in  the  excess  of  his  Property 
at  the  end  of  the  operation  above  what  it  was  at  the  beginning. 

If  he  trades  with  Money,  he  makes  Capital  of  the  realised 
profits  of  the  past;  if  he  trades  with  Credit,  he  makes  Capital  of 
the  expected  profits  of  the  future.  In  both  cases  he  makes 
Profits  :  hence  by  our  definition  both  Money  and  Credit  are 
Capital :  but  as  they  are  Inverse  and  Opposite  to  each  others 
if  Money  is  Positive  Capital,  Credit  is  Negative  Capital 

By  a  somewhat  curious  coincidence  of  thought  the  early 
Algebraists,  not  comprehending  the  meaning  of  Negative  roots  of 
equations,  called  them  fictitious  roots.    Thus  in  the  problem  we 
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gave  aboye  of  the  father's  and  son's  ages,  the  answer  came  ont 
Negative,  which  merely  shewed  that  the  question  should  have 
been  stated  in  the  opposite  way  to  which  it  was  done  ;  and  it 
should  have  asked  when  the  father's  age  would  be  twice  that  of 
his  son  instead  of  when  it  had  been :  and  therefore  as  the  Positive 
sign  in  that  problem  meant  past  time,  the  Negative  sign  meant 
future  time.  But  this  root,  though  Negative,  is  equally  a  real  root 
of  the  equation  as  the  Positive  one.  So  also  many  writers  seeing 
clearly  the  efTects  of  Credit,  call  it  fictitious  Capital,  and  Money 
real  CapitaL  But  the  fact  is  that  Uke  the  Negative  or  fictttous 
root  of  the  equation,  it  is  equally  real  as  the  Positive  root,  only 
inverse  or  opposite  to  it.  Credit  merely  makes  Capital  of  future 
products. 

26.  We  have  shewn  that  the  Credit  of  a  merchant  is 
analogous  to  the  capacity  of  the  earth  to  produce  future  profits. 
But  there  is  a  vast  variety  of  similar  Rights,  bearing  different 
names  according  to  the  source  from  which  they  spring.  Thus  the 
Funds,  Shares  in  commercial  companies.  Copyrights,  Patents,  the 
'Goodwill  of  a  business,  the  Practice  of  a  physician,  or  an  attorney, 
Tolls,  Ferries,  Advowsons,  and  some  others,  are  all  mere  Rights  to 
future  profits ;  and  form  a  gigantic  mass  of  Property,  which 
however  is  beyond  the  province  of  this  work. 

27.  It  is  a  matter  of  considerable  interest  to  discover  what  is 
the  proportion  which  Money  and  Credit  bear  to  each  other  in 
modem  commerce.  The  difficulties,  however,  which  prevent 
private  inquirers  from  arriving  at  any  reliable  information  are 
very  great,  and  those  opportunities  which  are  presented  by 
Parliamentary  inquiries  into  Commercial  Crises  are  very  rarely 
made  use  of  for  any  but  their  immediate  purpose.  In  the  Report 
of  the  Committee,  however,  of  the  House  of  Commons  on  the 
crisis  of  1857,  there  occurs  a  very  interesting  statement  by  Mr. 
Robert  Slater.  Having  analysed  the  operations  of  his  house  for 
1856,  he  gave  in  the  following  ^statement  as  shewing  the  propor- 
tions in  which  each  million  of  payments  and  receipts  were  made 
in  money,  bank  notes,  and  other  instruments  of  Credit — 
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Receipts. 

£  £ 

In  Bankers'  Drafts  and  Mercantile  Bills  of 

Exchange,  payable  after  date      533,596 

In   Cheques  on  Bankers,  &c.,  payable  on 
demand     •••         •••         •••         •••         •••    857,715 

In  Country  Bankers'  Notes 9,627 


In  Bank  of  England  Notes             68,554 

In  Gold        28,089 

In  Silver  and  Copper           1,486 

In  Post  Office  Orders           938 


900,988 


99,062 


£1,000,000 


Payments. 

£ 
By  Bills  of  Exchange,  payable  after  date  ...    802,674 
By  Cheques  on  London  Bankers    668,672 


By  Bank  of  England  Notes 22,743 

By  Gold        9,427 

By  Silver  and  Copper  1 ,484 


866,846 


88,654 


£1,000,000 


Here  we  have  it  shewn  that  in  this  great  house,  which  there  is 
no  reason  to  suppose  we  may  not  consider  a  &ir  representative  of 
commerce  in  general,  gold  and  silver  only  entered  into  the  receipts 
to  the  extent  of  3  per  cent.,  and  Bank  of  England  notes  to 
the  amount  of  less  than  7  per  cent.,  the  remaining  90  per  cent, 
being  entirely  in  Credit.  Of  the  payments,  gold  and  silver  were 
only  1  per  cent.,  and  bank  notes  2  per  cent. :  the  remaining  97 
per  cent,  being  effected  by  mere  Credit.  In  Scotland  specie 
enters  even  in  a  far  less  degree  into  payments.  This  may  give 
some  idea  of  the  stupendous  power  of  Credit  in  this  country. 
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Section  II. 
On  the  Teansfeb  of  Credit,  or  Debts. 

1.  If  we  were  asked — ^What  discovery  has  most  deeply 
affected  the  fortunes  of  the  haman  race  ?  We  think  after  full 
consideration  it  might  be  said — The  disooTcry  that  a  Debt  is  a 
Saleable  Commodity. 

When  Daniel  Webster  said  that  Credit  had  done  more  a 
thousand  times  to  enrich  nations  than  all  the  mines  of  all  the 
world,  he  meant  the  discovery  that  a  Debt  is  a  saleable  chattel, 
and  may  be  used  like  Money. 

We  have  in  the  preceding  section  shewn  that  Credit  is  the  name 
of  a  certain  species  of  Incorporeal  Property.  In  the  present 
section  we  have  to  trace  the  origin  and  progress  of  the  power  of 
selling  and  transferring  Debts,  and  place  this  branch  of  Mercantile 
Law  on  solid  foundations. 

Property  is  of  two  kinds — 

1.  Property  in  a  certain  specific  chattel  {jus  in  rem)  without 
being  related  to  any  one  else,  called  also  Dominiunu  When  a 
person  has  such  a  sole  and  exclusive  Right  in  a  thing  he  may  sell 
or  transfer  it  to  any  one  else,  in  any  way  he  pleases.  Money  is 
subject  to  this  sort  of  Property ;  and  hence  a  man  may  freely  sell 
and  transfer  his  own  money,  or  any  other  chattel. 

2.  Property  held  in  Contract  or  Obligation  f}*w«  t;ij[7er«(?nflmj  ; 
where  a  person  has  a  Right,  but  in  connection  with,  or  relation 
to,  some  one  else. 

But  Property  held  in  Contract  is  of  two  kinds — (a)  Where  each 
party  has  Rights  to  receive  and  Duties  to  perform :  such  as  the 
NexuMy  or  Obligation,  between  Lord  and  Vassal  in  Feudal  Law ; 
and  that  between  Master  and  Servant  at  the  present  time.  This  is 
termed  a  Bilateral,  or  Synallagmatic,  Contract  ;  (b)  Where 
there  is  only  a  Right  to  receive  on  one  side  and  a  Duty  to  perform 
on  the  other :  such  as  the  relation  between  Creditor  and  Debtor, 
or  Landlord  and  Tenant  in  modern  times.  This  is  called  a 
Unilateral  Contract. 
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Now  formerly  it  was  held  universally  that  wherever  Property 
was  held  in  Contract  of  either  sort,  neither  party  conld  substitute 
another  person  for  himself,  at  his  own  will  and  pleasure,  and 
without  the  consent  of  the  other  party  to  the  contract. 

This  rule  must  manifestly  hold  good  in  all  Bilateral  Contracts : 
because,  as  each  side  has  a  Duty  to  perform,  of  course  the 
person  who  has  that  Duty  to  perform,  cannot  substitute  any  one 
else  to  perform  it,  without  the  consent  of  the  other  party. 

Thus,  so  long  as  the  Feudal  Law  retained  its  pristine  vigour, 
neither  the  Lord  nor  the  Vassal  could  substitute  any  one  else  for 
himself  without  the  consent  of  the  other  party. — '*  As  the  feuda- 
tary^  could  not  alien  the  feud  without  the  consent  of  the  Lord,  so 
neither  could  the  Lord  alien,  or  transfer  hisseignory  or  superiority, 
to  another  without  the  consent  of  the  feudatary.  For  the  obliga- 
tions of  the  superior  and  inferior  were  mutual  and  reciprocal :  the 
feudatary  was  really  as  much  interested  in  the  conduct  and  ability 
of  the  Lord  as  the  Lord  was  in  the  qualification  and  ability  of  his 
feudatary.  And  as  the  Lord  could  not  alien,  so  neither  could  he 
exchange,  mortgage,  or  otherwise  dispose  of  his  seignory  without  the 
consent  of  his  vassal.  Again,  as  the  vassal  or  feudatary  could  not 
alien,  so  neither  could  he  devise  or  dispose  of  the  feud  by  will,  or  by 
any  means  (when  feuds  were  become  hereditary)  prevent  or  vary  the 
feudal  course  of  succession." 

So  in  the  case  of  Master  and  Servant  at  the  present  day  :  a 
master  cannot  transfer  his  household  to  any  one  else,  without  their 
own  consent,  as  if  they  were  cattle,  or  slaves.  Neither  can  a 
servant  substitute  some  one  else  in  his  place  without  his  master's 
consent.  So  if  any  person  contracts  to  do  any  work  for  another 
he  cannot  substitute  another  person  in  his  place,  without  the 
consent  of  the  other  party. 

The  same  principle  originally  held  good  when  the  Contract 
was  unilateral,  as  in  the  case  between  Creditor  and  Debtor.  The 
Creditor  could  not  transfer  his  Right  of  action  against  the  Debtor, 
because  the  Debtor  never  agreed  to  pay  any  one  except  his  own 
Creditor.  It  is  a  rule  of  law  and  of  common  sense,  that  no  man 
can  contract  for  another  without  his  consent.  Unless,  therefore, 
the  Debtor  had  agreed  with  the  Creditor  that  he  might  transfer 
his  claim,  the  Creditor  had  no  power  to  guarantee  his  Transferee 
that  the  Debtor  would  pay  him. 

1   Wright's  Tenuret,  p.  30. 
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But,  nevertheless,  though  this  may  be  true  in  theory,  the  party  in 
an  Obligation  of  this  form,  who  has  the  Right  to  demand  soon  begins 
to  insist  npon  the  power  of  transferring  this  Right,  like  any  other 
Property.  And  there  is  a  very  good  reason  for  this.  For  in  the 
Obligation,  or  Contract,  of  Debt,  there  is  manifestly  a  strong 
distinction  between  the  two  parties,  the  Creditor  and  the  Debtor. 
The  Debtor  cannot  substitute  another  Debtor  for  himself,  because 
the  Creditor  may  not  have  the  means  of  knowing  the  solvency  of 
the  substituted  Debtor.  Therefore  by  the  very  nature  of  things 
the  consent  of  the  Creditor  is  indispensable  to  the  substitution  of 
a  new  Debtor.  As  for  instance,  no  one  can  compel  his  Debtor  to 
take  payment  of  a  Debt  in  the  notes  of  a  country  banker.  But 
the  case  of  the  Creditor  is  different.  If  a  person  really  owes  a 
debt  and  has  the  means  of  paying  it,  it  cannot  make  the  slightest 
difference  to  him  whether  he  pays  it  to  A  or  to  B,  provided  he  can 
get  a  discharge  for  it,  and  is  not  called  upon  to  pay  it  twice  over. 
Hence  it  is  evident  that  whilst  the  assignment  of  a  new  Debtor 
might  seriously  prejudice  the  Creditor,  the  assignment  of  a  new 
Creditor  can  be  no  real  prejudice  to  the  Debtor. 

We  have  now  to  trace  the  rise  and  progress  of  the  power  of  the 
Creditor  to  sell  or  transfer  his  Right  of  action  in  Roman  and 
English  Law. 

On  the  Transfer  of  Debts  in  Roman  Law. 

2.  For  many  centuries  the  Romans  divided  Property  into  two 
sorts  according  to  the  method  by  which  it  might  be  alienated, 
sold,  or  transferred.  That  species  of  property  which  they  first 
possessed,  and  were  most  habituated  to  consider  as  wealth,  could 
only  be  transferred  or  sold  by  certain  very  strict  formalities. 
This  property  was  called  Res  mamipi.  Other  property  which  was 
held  in  less  esteem  at  first  might  be  transferred  by  simple  delivery  ; 
this  property  waa  called  Res  nee  mamipi;  and  among  this  species 
was  classed  the  greater  portion  of  Incorix>real  Property.^ 

The  words  Ohligatio  and  Contraetus  do  not  belong  to  early 
Roman  jurisprudence.  The  relation  between  Creditor  and  Debtor 
created  by  a  Loan  of  Money  was  called  a  Nexum,  in  the  Code  of 
the  xii.  tables.    The  Mutuum  or  Loan  of  Money  could  only  be 

>  QaiuB,  u.,  17,  19,  20 
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effected  in  the  solemn  form  of  the  weight  and  scales  (per  as  et 
lihram)  used  in  transferring  the  Res  mancipi. 

Afterwards  the  solemnity  per  (bs  et  lihram  was  dispensed  with, 
and  the  Mutuum  was  effected  by  a  solemn  question  {sHpulatioY 
and  answer  (responsw,  promissto)  between  the  parties  in  the 
presence  of  witnesses.  The  discharge  from  the  bond  was  called 
solutio. 

The  Credit,  or  the  Debt,  created  by  the  delivery  of  the 
Mutuum,  was  classed  under  Ees  nee  mancipi,  and  therefore  might 
be  transferred  by  mere  delivery. 

Unfortunately,  the  part  of  the  code  of  the  xii.  tables  which 
related  to  Obligations  is  not  extant.  It  is  impossible  to  say  there- 
fore whether  such  an  idea  had  occurred  to  the  Bomans  at  that 
time  that  a  Debt  might  be  sold  or  transferred. 

But  to  a  certain  extent  the  Romans  soon  after  the  time  of  the 
xii.  tables,  became  accustomed  to  the  transfer  of  Debts.  There  is 
every  reason  to  believe  that  they  were  the  inventors  of  the  business 
of  Banking — namely  where  persons  receive  money  from  the 
public,  and  payments  are  made  by  means  of  Cheques,  or  by  trans- 
ferring Credits  from  one  account  to  another  ;  as  will  be  shewn  in 
a  future  chapter.  , 

Although  Credit,  or  Debts,  were  classed  under  the  Res  nee 
mancipi,  or  Property  which  passed  by  simple  delivery,  they  could 
not  be  transferred  by  manual  delivery.  The  Romans  did  not  till  a 
very  late  period  adopt  the  modern  practice  of  recording  the 
evidence  of  Debts  in  written  documents,  the  delivery  of  which  is 
equivalent  to  the  delivery  or  transfer  of  the  Credit  itself,  so  that 
Credit  may  be  strictly  delivered  manually,  like  any  other  chattel. 

The  first  notice  that  we  have  of  the  sale  or  transfer  of  Debts 
among  persons  not  bankers,  is  in  Gains  II.,  38.  He  says  that 
though  Debts  were  classed  among  the  Res  nee  mancipi,  as  they 
could  not  pass  by  manual  delivery,  it  was  necessary  for  the  three 
parties,  the  Creditor,  the  Debtor,  and  the  Transferee  to  meet 
together.  If  then  they  agreed  among  themselves  that  the  Creditor 
might  transfer  his  Right  against  the  Debtor  to  the  Transferee, 
the  parties  entered  into  the  solenm  verbal  agreement,  called 
Stipulatio,  before  witnesses,  by  which  the  Creditor  transferred  his 

»  For  examples  of  the  Stijiulatioj  scePlaatns,  Asinaria^  ii,,  4,  48.  Pttudolut^  L, 
1,  112:  iv.,  6,  16.  Curculio,  v.,  2.,  66:  8,  81,  83.  Bacch.,  iv.,  8,  41. 
Trinvmmui^  t.,  2,  84,  89.    SudenSt  ▼.,  2,  47. 
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Right  against  the  Debtor  to  the  Transferee.  When  this  was  done 
the  Creditor  was  discharged  from  his  Debt  to  the  Transferee,  and 
at  the  same  time  he  discharged  the  Debtor  from  his  Debt  to  him. 
The  contract  established  between  the  Transferee  and  the  original 
Debtor  was  termed  a  Novatto,  and  the  assignment  of  the  Debtor 
to  the  Transferee  as  a  new  Creditor  was  termed  Delegatio.  When 
this  solemn  stipulation  was  completed  the  Transferee  might  sue 
the  Debtor  in  his  own  name,  as  there  was  now  a  privity  of 
contract  between  them. 

8.  But  the  Creditor  could  not  transfer  his  Debt  to  any  one 
else  without  the  consent  of  the  Debtor,  because  he  could  not 
undertake  that  the  Debtor  would  pay  it.  It  is  several  times 
repeated  in  Roman  Law  that  no  man  can  stipulate,  engage,  or 
contract  for  another  person  without  his  consent.^  Hence  a  Creditor 
could  not  divest  himself  of  the  legal  estate  in  the  Debt  without 
the  consent  of  the  Debtor. 

The  early  simplicity  of  the  Code  of  the  jdi.  tables  knew 
nothing  of  Trustees  or  Attorneys.  Every  man  was  either  the 
absolute  proprietor  of  a  thing  or  he  was  not.^  He  in  whom 
the  legal  estate  was  vested  was  called  Domimis  ex  jure  Quiritium, 
or  the  Proprietor  by  the  coramoti  law  of  the  Romans.  It  knew 
nothing  of  double  or  subordinate  Rights.  The  Code  of  the  xii. 
tables  allowed  no  man  to  sue  in  the  name  of  another  except  in 
two  cases.^  He  alone  who  was  Dominns  ex  jure  Quiritium  might 
sue,  and  that  in  person :  and  as  no  man  could  sue  another 
unless  there  was  some  contract,  or  relation,  between  them,  the 
Transferee  of  the  debt  could  not  sue  the  debtor,  because  there 
was  no  privity  of  contract  between  them. 

The  Code  of  the  xii.  tables  was  maintained  in  all  its  strictness 
for  about  277  years.  During  this  period  the  forms  of  writs  of 
actions  were  defined  with  the  greatest  rigour,  the  slightest  varia- 
tion being  fatal  to  the  action.  These  were  called  Legis  acliones, 
or,  as  we  might  say,  common  law  writs :  and  as  long  as  these 
lasted,  no  one  could  sue  on  behalf  of,  or  in  the  name  of,  another. 
Consequently,  so  far  as  we  can  understand,  the  Transferee  of  a 
Debt  could  maintain  no  action  against  the  Debtor. 

But  in  the  progress  of  time,  new  rights,  new  interests,  new 

»  InsHtut.  Ju8t.,  iii.,  19,  8.     Digest,  xlv.,  1,  38, 17,  83.    De  lieg.  Juris,  I  78. 
»  Gaius,  iL,  40.  »  Qaius,  iv.,  82.    Digest,  60,  17,  123. 
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wants,  and  new  ideas  grew  np :  and  a  great  Equitable  jarisdiction 
came  into  existence  to  meet  the  new  requirements.  The  supreme 
judicial  Magistrates,  the  City  and  Foreign  Prastors,  were  clothed 
with  the  power  Adjuvandi  vel  supplendi,  vel  coriggendi  juris 
eivilis  gratia  propter  utilitatem  puhlicam.  So  deep  was  the 
reverence  of  the  Eomans  for  their  Code,  which  Cicero  declares  to 
contain  in  one  chapter  more  utility  than  all  the  libraries  of  the 
philosophers,^  that  the  Prsetors  were  not  permitted  actually  to 
abolish  any  of  its  Laws,  but  only  to  supply  their  defects.  But 
new  rights  and  new  interests  had  grown  up,  which  were 
incapable  of  being  directly  protected  by  Law,  unless  by  ti\e 
actual  repeal  of  some  of  the  pro?isions  of  the  Civil  Code. 

Among  these  new  rights  were  Equitable  interests.  One  person 
might  be  possessed  of  the  legal  estate  in  certain  things,  but  permit 
another  to  enjoy  their  use  and  profit,  without  undergoing  the 
usual  solemnities  of  the  transfer  by  mancipation  or  the  eessio  m 
jure.  The  original  owner,  therefore,  possessed  the  nudum  jus 
Quiritium,  or  the  mere  legal  estate,  while  the  grantee  possessed 
the  profitable,  equitable,  or,  as  the  Mediaeval  Jurists  called  it,  the 
bonitarian  use.  But  the  Code  of  the  xii.  tables  gave  no  right  of 
action  to  the  Equitable  owner. 

So  if  the  Creditor  sold,  or  transferred,  a  Debt,  or  Right  of 
action,  without  the  consent  of  the  Debtor,  he  alone  possessed  the 
nudum  ju%  Quiritium,  but  the  Transferee  possessed  the  Equitable 
right  to  it. 

In  order  to  protect  these  Equitable  interests  without  directly 
contravening  the  fundamental  laws  of  the  xii.  tables,  the  PrsBtom 
gradually  created  the  great  system  of  Legal  Jictians,  and  these 
fictions  were  soon  applied  to  protect  the  Equitable  rights  of  the 
Transferees  of  Debtis. 

4.  About  the  year  577  A.U.C.  the  Lex  .^Ihutia  abolished  the 
old  Legis  aitiones,  which  were  not  part  of  the  Code  of  the  xii. 
tables,  but  only  a  series  of  writs  framed  by  the  Magistrates,  so  as 
to  be  adapted  to  them.  New  forms  of  writs  were  prepared  by 
the  Praetorian  authority,  called  Formula,  and  these  were  adopted 
and  extended  by  two  L^es  Julia? 

By  these  new  formula  parties  were  allowed  to  be  represented 
by  Cognilares,  or  Procuratores,  that  is,  Attomies,  who  were  allowed 

>  Jk  Oratan^  L,  4.  «  Gedui,  ir.,  80. 
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to  sne  for  their  clients.  The  Transferee  was  allowed  to  sue  as  the 
CognitoTy  or  Procurator,  of  the  Transferor.^  Gains  gives  the 
formula  of  the  writ  in  snch  a  case.^ 

Hie  Prsetor  conld  only  grant  an  actio  directa  or  vulgaris  to  Uie 
original  Creditor,  but  he  could  grant  an  actio  tUUis  or  JkUOa  to 
Ihe  Transferee  of  the  Debt.' 

When  a  Creditor  sold  his  Right  of  Action,  he  was  said  ceden  or 
9umdar$  actionem}  The  Transferee  was  called  Procurator  in 
mmmf  and  he  was  acknowledged  as  the  real  plaintiff,  m  in 
mtam  datus  sit  procurator,  loco  Domini  hahetur :  his  mandate  ooold 
not  be  revoked,  and  he  owed  no  account  to  his  principal.* 

Such  was  the  state  of  the  Law  regarding  the  sale  or  transfer  of 
Debts  in  the  time  of  Gains,  who  is  generally  supposed  to  have 
written  his  Institntes  in  the  time  of  the  Antonines.  They  were 
the  text  book  of  Law  throughont  the  whole  Soman  Empire 
when  the  Romans  left  Britain  ;  and  it  is  now  supposed  that  they 
aze  the  real  source  and  origin  of  the  Common  Law  of  England : 
and  the  Common  Law  of  England  with  regard  to  the  Sale  of  Debts 
is  exactly,  at  the  present  time,  snch  as  is  stated  by  Gains. 

5.  Soon  after  the  time  of  Gaius,  the  Emperor  Alexander  Sevems, 
acting  probably  on  the  advice  of  Ulpian,  published  a  Constitution 
in  the  year  224  A.D.,  by  which  the  absolute  freedom  of  the  Sale 
of  Debts,  without  the  knowledge  or  consent  of  tlie  Debtor,  was 
recognised  and  allowed. 

"  Omnium  rerum  quas  quis  habere  vel  possidere,  vel  persequi 
potest,  venditio  recte  fit."^ 

^'Evenj  thing  may  be  sold  which  one  may  Mve  or  jwssess,  or  has 
a  Eight  to  sue  for.** 

**  Nomina  eorum  qui  sub  conditionc  vel  in  diem  debent,  et 
emere  et  vendere  solemus.  Ea  enim  res  est  quae  emi  et  venire 
potest."® 

"  We  are  accustom4>d  to  buy  and  sell  Debts  payable  on  a  certain 
event,  or  on  a  certain  day.  For  tliat  is  Property  wliich  can  be 
bought  and  sold.'* 

»  Gaius,  u.,  39.  «  Ibtd.,  It.,  86. 

»  Oaiut,  iii.,  82,  81 :  iv.,  34.    Digest,  ii.,  14  :  16.     Cod.,  iv.,  10 :  2,  xxix,,  5 :  7, 8. 

«  Digest,  xv.,  83, 6 ;  xvi.,  3,  2  :  xvii.,  1 :  xix.,  1,  81 :  xliv.,  7,  7 :  xlvi,  3,  76. 

»  Digest,  iii.,  30 :  xrii.,  1,  8,  10 :  xUv.,  4,  4,  18,  24. 

«  Cod.,  iv.,  10.  1. 
7  Digest,  xviiL,  1,  34,  1.  «  Digest,  xyiii.,  4,  17. 
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"Nominis  venditio  etiam  ignorante  vel  invito  eo  adversus  qnem 
actiones  mandantur,  contrahi  solet."^ 

"//  is  usual  to  sell  a  Debt  without  the  Jcnowledge,  or  even 
against  the  consent,  of  the  Debtor,'* 

"Cerfci  et  indubitati  juris  est  ad  similitudinem  ejus  qui 
personalem  redemerit  actionem,  et  utiliter  earn  movere  suo  nomine 
conceditur  etiam  eum  qui  in  rem  actiones  comparaverit,  e&dem  uti 
poBse  facultate."^ 

"  //  is  clear  and  undoubted  Law,  that  just  as  he  who  has  bought 
a  personal  action  may  sue  out  a  tvrit  in  his  own  name;  so  he 
who  has  bought  a  real  action  has  the  same  power'* 

In  the  time  of  Gaius  the  Transferee  of  the  Debt  could  only  sue 
as  the  attorney  of  the  Transferor,  as  he  was  obliged  to  allege  the 
jus  Quiritium,  or  the  legal  estate  of  the  Transferor ;  but  the 
necessity  for  this  was  taken  away  by  Justinian,  who  abolished  the 
nudum  Jus  Quiritium,  as  an  antiquated  relic  of  old  Roman  Law, 
which  was  an  absurd  enigma  which  puzzled  Law  students  ;'  and 
then  the  Transferee  could  sue  in  his  own  name. 

"Visum  est  post  nominis  vcnditionem  utiles  emptori  (sicut 
responsum  est)  vel  ipsi  creditori  postulanti  dandro  actiones."^ 

"  It  is  seen  that  after  the  sale  of  a  Debt  a  writ  may  be  granted  on 
the  demand  of  the  buyer  (as  has  been  decided),  or  of  the  Creditor 
himself" 

Thus  at  length  the  complete  emancipation  of  a  Debt  from  the 
general  rule  affecting  Property  held  in  contract  was  effected,  and 
it  was  made  as  completely  and  freely  saleable  as  any  other  chattel. 


6.  These  laws  regarding  the  sale  of  Debts  were  fully  confirmed 
and  adopted  in  the  Basilica,  or  the  Reformed  Code  published  by 
the  Basilian  Dynasty  in  the  tenth  century.  And  thus  it  was  the 
universal  Mercantile  Law  of  all  Europe,  except  only  England^ 
to  which  the  legislation  of  Justinian  never  extended,  that  a  Debt, 
or  Right  of  action,  may  be  as  freely  sold  as  any  other  chattel. 

And  this  Law  continued  in  full  vigour  during  the  Middle  Ages 
for  Azo,  in  his  Summm,  says — "  De  actionibus  autem  venditis 
sciendum  est  quod  omnes  actiones  vendi  possunt  sive  sint  puraB, 
sive  conditionales,  sive  reales,  sive  personales." 

**  But  with  respect  to  the  sale  of  actions,  it  must  be  understood 


>  Cod,,  ir.,  89,  8, 
»  Cod.,  TU.,  25. 


»  Cod.,  iv.,  89,  9. 
«  Cod.,  TU.,  25. 
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U4/j1  all  arlujra  may  }*f  »old^  fthiiker  drnph  or  cmMwnal^  whdko' 
t*al  «/r  jtt^nmkdir  snbjt^i  however  to  the  EqnitieB  <rf  the  selkr. 
SiA  i}jii»  (xiu  tinned  to  lie  the  general  Law  of  all  Europe,  as  may 
\^t  y:^:u  in  auj  of  the  gre^  Cirilians,  from  whom  we  need  not  qoote. 
Aji  an  IsihUmofi  of  this,  we  may  mention  the  trouble  whi(£  the 
ini»:l\Ati  Florentine  artist,  Benrenuco  Cellini,  met  with  in  hiaviait 
Uj  Parii> — **  it  ie  cosiomaiT  in  France  to  make  the  moat  of  a  aoit 
ii)jif;li  they  coinmenoe  with  a  foreigner,  or  with  any  other  peraoa 
wIjo  Ih  not  lued  to  law  transactions ;  as  soon  aa  they  have  any 
mlvtiniiii^ii  in  the  process,  they  find  means  to  sell  it  to  certain 
]n^mtm,  who  make  a  trade  of  buying  lawsuits."  This  paasago 
hUhwh  Llittt  the  liuw  was  not  a  dead  letter. 

7.  We  have  given  these  extracts  because  they  contain  the 
liJKUiry  of  the  Kiihjoct,  and  they  form  the  Mercantile  Law  of  all 
I'JiirojH',  when;  the  li^>man  Law  prevailed. 

Tfiiri  invf^Hligution  clears  up  a  difficulty  which  has  puzzled  some 
iikmIi'I'ii  wrilx^PH.  I'hc  earliest  Bills  of  Exchange  extant  contain 
nil  woniri  of  negotiability,  and  yet  we  know  as  a  fact  that  they 
wei'n  ne/<otiul4i(l.  The  preceding  investigation  has  cleared  up  all 
Mill  n\mrur\iy  of  the  mibjec^t :  we  have  shewn  that  by  the  general 
liiiw  of  (he  KmiiHU  Kni])ire  any  Debt  whatever  miglit  be  as  freely 
Mill  I  iwi  liny  other  ehuttel.  (Consequently  Bills  of  Exchange 
MMjiiuvil  no  uoniri  of  negotiabih'ty  to  make  them  saleable:  they 
wvir  MO  bv  (h(«  Law  of  the  Empire. 

Thenn  |ini\iKionH  also  explain  one  fundamental  distinction 
bi'hM'en  Ihe  Law  of  StH)tland  and  the  Law  of  England  as  to 
lii'ihiMhentN  (tf  CnHlil.  Wy  the  Law  of  England  a  Debtor  is  not 
biiiiml  Id  iMMTpt  t»r  pay  a  Hill  drawn  upon  him  by  his  Creditor 
tOlhiinl  hiPMiwn  eonsent :  and  ho  is  not  liable  to  an  action  for 
htm  Miie|i|iuh^\  Alul  unless  the  Bill  be  drawn  payable  to 
"hi ill  I  '  III  III  ••  Uaivr,"  that  is  made  transferable  by  the  express 
nih..inil  nt  (he  Pebior,  it  eannot  Iv  tnmsferred  so  as  to  enable 
I  hi'  IVihnliMee  le  Mie  the  Debtor  in  his  own  name.  But,  bv  the 
rnuihhMi  \^\\  ol  S\nland.  a  Debtor  is  bound  to  accept  a' Bill 
\\s*\\\\\  upoh  him  l»\  his  i'i\\ii:or,  and  is  liaWe  to  an  acdon  for 
♦It'll  »n  iijiMu^s'  *  Moiwxer.  a  5\vt<h  lustrumenc  of  Cr^t  do» 
Mill  (iM|Mhe  i\\\\  \\\M\W  ot*  \Ui;v^ia;uIi:Y  to  be  inserted  in  it ;  h  i$ 
h»»»iMhi.ible  ai   \\w  \\\\\  ot'   r.v  ck\::;or,  by  cae  force  of  the 
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Common  Law ;  and  the  transferee  may  ene  the  Debtor  in  his  own 
name.  And  the  reason  of  this  difference  is  simply  that  the 
Common  Law  of  Scotland  is  the  Roman  Law  of  the  Pandects 
and  the  Basilica,  the  general  Mercantile  Law  of  Enrope ;  while 
the  Common  Law  of  England  is  the  Roman  Law  of  Gains. 

It  seems  somewhat  strange  that  so  practical  a  people  as  the 
Romans  long  neglected  the  advantages  of  recording  the  Debt  on 
some  material,  along  with  the  expressed  consent  of  the  Debtor  to 
its  being  transferred.  Bnt  till  after  the  time  of  Gains,  although 
the  transfer  of  Debts  was  freely  allowed,  yet  it  was  required  to  be 
done  orally,  at  a  meeting  of  the  three  parties,  the  Debtor,  the 
Creditor,  and  the  Transferee.  Gains  says  that  in  his  time  the 
Romans  did  not  nse  written  Obligations  (ckirographa)  ;  they  were 
proper  to  foreigners.^  By  this  probably  he  means  that  they  were 
not  recognised  as  legal  documents  available  as  evidence  in  a  Conrt 
of  Law ;  because  it  is  certain  that  written  documents  of  Debt  were 
used  by  the  Romans  ;  because,  Cicero  says  ^ — 

'^Quando  vestrse  cautiones  infirmse  sunt  Grssculam  tibi  misi 
cautionem  chirographi  mei." 

'^  Since  your  securities  are  not  valid,  I  have  sent  you  as  a  security 
my  Promissory  Note  in  the  Oreek  form.*' 

The  Emperor  Leo,  about  469  A.D.,  relaxed  the  rigorous  form- 
alities of  the  StipulatiOy  and  enacted  that  a  clear  consent  given  in 
any  form  of  words  should  be  sufficient.^  In  the  time  of  Justinian, 
written  Obligations  had  become  usual,  and  any  Obligation  in 
writing  bound  the  Obligor.^  These  written  Obligations  were 
called  Cautio,  Securitas,  Ghirographa,  Syngraphck. 

8.  The  Romans  invented  banking,  as  we  have  every  reason  to 
believe,  and  an  account  will  be  given  in  a  future  chapter  of  their 
system.  But,  as  far  as  we  are  aware,  they  did  not  devise  that 
great  invention  of  modem  times,  namely,  buying  Obligations 
payable  at  a  future  time,  by  means  of  Obligations  payable  on 
Demand,  intended  to  circulate  as  money,  which  has  given  such  a 
prodigious  extension  to  the  system  of  Credit  and  commerce. 

Though  we  have  no  sufficient  evidence  that  the  Romans  used 
Bills  of  Exchange  for  the  ordinary  purposes  of  commerce,  as  we 

1  Institut.  iii.,  134. 
'  Epist.  ad.  FtMmU,  lib.,  7,  ep.  18,  ad  Trebatiutn  JCtum, 
»  Inttitut.  Jutt,  Ui.,  16.    Digest,  xlv.,  1.     Cod.,  viii.,  88,  10. 
«  Insti^t.  Just.,  m.,  22.     Cod.,  !▼.,  80,  14. 
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do,  we  have  evidence  tiiat  they  drew  bills  upon  their  oorrespondento 
in  foreign  oonntries. 

Cicero  writes  to  Ganinins  Salnstins — 

**  Se  ait  cnrasse,  nt  cum  qoaosta  popnli  pecnnia  permntaretor." 

**ffB  says  that  he  has  taken  care  thai  a  bill  far  the  Money  should 
ie  sent  (to  Rome)  aiUmg  tmth  the  people's  share  of  the  proftL'' 

So  when  his  son  is  going  to  Athens,  he  writes  to  Atticns — 

^  Bed  quffiroy  quod  opus  illi  erit  Athenis,  permutarine  possit, 
an  ipsi  ferendmn  est" 

''But  I  wish  to  know  whether  he  can  take  a  bill  for  the 
money  he  will  want  at  Athens,  or  whether  he  must  take  the 
money  itself  with  himf 

So  again — 

^  Quare  yelim  cures  ut  permutetur  Athenis  quod  sit  in  annuum 
Bumptum." 

**  Wherefore  I  wish  you  to  take  care  to  send  him  a  Bill  on 
Alkens  for  his  yearly  expenses.** 
So  again — 
^'Ut  yereor,  ne  illud  quod  tecum   permutaviy  yersurft  mihi 

BOlvendum  est." 

'*  So  that  I  fear  I  must  borrow  money  to  pay  the  bill  you 
cashed  for  me.'* 

On  the  Principles  of  English  Law  and  Equity  relating  to  the 

Sale,  or  Transfer,  of  Debts. 

9.  We  have  now  to  investigate  the  principles  of  English  Law 
and  Equity  relating  to  the  sale  of  that  enonnous  mass  of  Property 
which  consists  in  CJwseS'in-action,  or  Obligations. 

Every  Lawyer  knows  the  oft-quoted  saying  of  Lord  Coke^ — 
"And  first  was  observed  the  great  wisdom  and  policy  of  the  sages 
and  founders  of  our  Law,  who  have  provided  that  no  possibility, 
right,  title,  nor  thing  in  action,  shall  be  granted  nor  assigned  to 
strangers,  for  that  would  be  the  occasion  of  multiplying  of 
contentions  and  suits,  of  great  oppression  of  the  people,  and 
chiefly  of  terre  tenants,  and  the  subversion  of  the  due  and  equal 
execution  of  justice."  Now,  without  inquiring  yet  what  Lord 
Coke's  qualification  of  a  "stranger"  may  mean,  this  dictum  has 
been  repeated  a  multitude  of   times  by  a  long  line  of  judges, 

»  Lampet  v.  Starkey,  10  Coke,  466. 
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both  at  Law  and  in  Equity,  nsnally  with  the  qnalification 
omitted,  so  that  it  has  been  made  to  appear  that  in  the  broadest 
and  most  nnqnalified  manner  that  a  chose-m-acHan,  or  a  Debt» 
cannot  by  the  Common  Law  of  England  be  assigned  ;  and  also  as 
if  there  were  some  peculiarity  as  to  the  non-alienability  of  chases* 
in-action,  distinguishing  them  from  other  Property  in  this  respect. 

We  must  now  endeavour  to  investigate  what  historical  truth 
there  may  be  in  this  opinion,  and  in  foct  what  is  the  true  Common 
Law  doctrine  as  to  the  alienation  of  choses-m-aetian,  or  Debts. 

There  are,  it  is  true,  certain  choses^wt' action  which  are 
declared  by  law  to  be  absolutely  inalienable,  and  that  any  at- 
tempted alienation  of  them  is  a  mere  nullity,  wholly  void  and  of 
no  effect,  and  conveying  no  right  whatever  to  the  assignee.  Such 
are  seamen's  wages  ;  ^  an  officer's  pay ; '  an  annuity  granted  out 
of  a  rectory.' 

The  current  doctrine  may  perhaps  be  not  incorrectly  stated  as 
something  of  this  sort.  That  choses^nroction  are  not  assignable 
at  Common  Law — That  Bills  of  Exchange  are  an  exception  to  the 
Common  Law — ^That  negotiable  Promissory  Notes  are  not  within 
the  custom  of  merchants,  and  that  their  negotiability  entirely 
depends  upon  the  Act,  Statute,  1704,  c.  9. 

10.  In  the  first  place,  it  may  be  said  with  all  due  respect 
for  the  fame  of  Lord  Coke,  that  the  reason  he  assigns  for  the 
alleged  non-alienability  of  debts,  that  it  was  on  account  of  the 
litigation  it  might  give  rise  to,  and  the  "  subversion  of  the  due 
and  equal  administration  of  justice"  cannot  be  received  as  a 
satisfactory  ground  at  the  present  day. 

The  true  reason  was  far  deeper,  and  of  a  far  more  general 
application,  and  has  been  ab*eady  sufficiently  explained.  It  was 
this — That  whenever  Property  is  held  in  Contract^  or  by  parties 
related  to  each  other  by  any  Bond,  Nexum^  or  Obligation,  neither 
party  can  substitute  another  person  for  himself,  at  his  own  mere 
will  and  pleasure,  and  without  the  consent  of  the  other  party. 

Moreover,  so  &r  from  the  non-alienability  of  choses-m-action 
being  an  exceptional  rule  of  Property,  as  it  was  in  Boman  Law, 

>  Act,  StaL,  1727,  e.  14,  §.  1. 
*  Flarty  ▼.  Odlam,  8  TJL,  681.    LidderdaU  ▼.  Duke  of  MotUrote,  4  T JL,  348. 

Barwick  v,  Meade,  1  H.,  BL  627. 
'  Act.,  Stat.,  1571,  e.  20.    Arbuckle  ▼.  Cowton,  8  B.  &  P.    Stone  ▼.  Lidderdalet 
3,  AubU,  683.   Houye.  v.  Leake,  8  T.B.,  411.  Damee  t.  Edgar^  4  Taunt.,  68. 
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the  fact  was  that  it  was  the  rule  applicable  to  the  enormonsly 
greater;  proportion  of  Property  under  the  Feudal  system,  and 
the  rule  of  free  alienability  only  applied  to  the  comparatively 
insignificant  amount  of  personal  property. 

The  essence  of  the  Boman  polity  was  equality  and  absolute 
dominion.  By  the  Common  Law  of  the  Romans  every  man  was 
the  absolute  proprietor  of  his  possessions,  including  his  wife, 
children,  and  slaves.  He  did  not  live  in  a  state  of  contract  with 
them  or  with  any  one  else.  As  regarded  his  familia^  he  was 
Dominiui  ex  jure  Quiritium;  as  regarded  his  feUow  citizens,  he 
was  their  equal.  Consequently  the  state  of  Contract  between 
Boman  Citizens  was  comparatively  rare,  principaUy  confined  to 
that  of  Creditor  and  Debtor  ;  and,  as  we  have  already  seen. 
Debts,  by  the  early  Boman  Law,  were  not  assignable  without  the 
consent  of  the  Debtor. 

But  the  whole  structure  of  Feudal  Society  was  essentially  dif- 
ferent from  Boman  Equality  and  Dominion.  The  very  essence 
of  Feudalism  was  that  the  Dominian  of  the  soil  vested  in  the 
Sovereign,  as  the  representative  of  the  nation.  Absolute  Pro- 
perty in  the  soil,  either  the  Dominion  of  the  Bomans,  or  the 
Allod  of  the  Germans,  was  impossible  in  a  private  person. — ^^  It 
is  so  absolute  a  maxim,  or  principle,  of  the  Law  of  Tenures,  that 
all  the  lands  in  England  are  holden  either  mediately  or  imme- 
diately of  the  King,  that  even  the  King  himself  cannot  give 
lands  in  so  absolute  and  unconditional  a  manner,  as  to  set  them 
free  from  tenure."^ 

The  Sovereign  granted  Feuds  to  his  followers,  first  during 
pleasure,  then  for  life,  and  then  in  perpetuity,  but  always  on  the 
express  condition  of  certain  definite  services  being  rendered. 
These  tenants  were  consequently  in  a  state  of  contract  with  him. 
They,  in  like  manner,  granted  out  parcels  of  their  tenures  to  their 
vassals  on  certain  specified  conditions,  and  these  vassals  again 
would  have  still  further  divided  their  grants  if  they  had  not  been 
restrained  by  Law. 

11.  The  result  of  this  was  that  the  whole  State  of  Society  was 
one  of  Contract.  The  structure  of  Roman  Society  was  essentially 
level ;  the  structure  of  Feudal  Society  was  essentially  pyramidal. 
Every  one  from  the  highest  to  the  lowest  was  fixed  in  a  state  of 

•    WrighVs  Tenures,  p.  137. 
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Contract.  The  intermediate  ones  were  in  a  state  of  double  con- 
tract, both  with  those  above  them  and  those  below  them.  All 
Feudal  property  was  therefore  of  the  nature  of  ehoses-^n-aciian. 
The  consequence  was  that  no  one  could  change  his  position^  or 
alienate  his  property,  by  substituting  a  stranger  for  himself,  with- 
out the  consent  of  the  other  parties  to  the  contract^  as  we  have 
seen  was  said  by  Sir  Martin  Wright 

Thus  in  a  state  of  pure  feudalism,  the  tenant  of  land  could  not 
substitute  another  person  for  himself  at  his  own  will  and  pleasure^ 
without  the  consent  of  the  other  party,  any  more  than  a  Creditor 
or  Debtor  could  substitute  another  person  for  himself  without  the 
consent  of  the  other  party,  and  for  the  very  same  reason — that  it 
was  Property  held  in  Contract,  or  Obligation. 

Hence  the  law  relating  to  ckosea-in-acUon  was  not  peculiar  to 
them  :  it  was  exactly  the  same  as  applied  to  the  whole  land  of  the 
kingdom,  and  for  the  very  same  reason.  It  was  simply  one  ex- 
ample of  a  universal  principle  which  might  be  illustrated  from 
many  other  countries  if  necessary. 

A  strict  Military  Feud  was  by  its  very  essence  and  nature 
inalienable ;  and  such  only  are  called  proper  Feuds  by  Feudal 
writers.  But  gradually  this  rigour  was  relaxed,  and  Feuds  were 
created  assignable,  or  saleable — *^  All  Feuds,  therefore,  that  are 
sold,  or  bartered,  for  any  immediate  or  contracted  equivalent,  or 
are  granted  free  of  all  services,  or  in  consideration  of  one,  or  more, 
certain  services  (whether  military  or  non-military),  or  upon  a 
Cens,  or  Kent,  in  lieu  of  services ;  and  all  such  Feuds,  as  are  by 
express  words  in  their  creation  or  constitution,  alienabh,  are 
improper  feuds,  and  are  severally  treated  of  by  the  Feudists 
under  the  head  of  Feuda  Emtitia,  Franca,  Censuidia,  Emptitoria, 
Alienabilia,  &c."i 

Thus,  though  no  doubt  a  Feud  was  originally  inalienable,  yet 
wherever  the  Grantor  created,  or  constituted,  the  Feud  alienable, 
by  granting  it  to  the  Grantee  and  his  Assiffns,  it  was  assignable, 
and  the  Assignee  was  enabled  to  sue  the  Grantor  in  his  own 
name. 

Thus  in  the  case  of  Mdllory  v.  Symond?  the  Assignee  of  a 
Charter  was  found  to  have  a  right  of  action  against  the  Grantor, 
who  granted  it  to  the  grantee  and  his  assigns. 

>   WrigM§  Tenurts^  p,  88. 
>  Y3.,  9  Edu),  IL,  pp.  292,  448. 
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It  also  became  common  for  a  lessor  to  grant  leases  to  the  lessee 
and  his  assigns,  and  such  leases  were  assignable. 

12.  It  is  eyident  that  the  relation,  or  obh'gation,  between  Lord 
and  Vassal,  or  Landlord  and  Tenant,  is  similar  to  that  between 
Creditor  and  Debtor ;  and  we  have  seen  that  in  the  early  stages 
of  society,  neither  party  could  substitute  another  person  for 
himself  without  the  consent  of  the  other  party. 

Whenever,  however,  the  Tenant,  or  Vassal,  who  owed  the 
service,  or  rent,  gave  his  consent  to  the  transfer  of  the  seignory, 
he  was  said  to  attorn  to  the  new  seignor.  By  this  public  declara- 
tion he  recognised  the  transfer  of  the  Right  to  his  services,  or 
rent. 

So  long  as  the  Feudal  rights  were  maintained  in  their  pristine 
rigour,  the  attornment  of  the  tenant  was  indispensable  to  a  grant, 
or  transfer,  of  the  seignory.  The  Lord  could  not  attorn,  or  turn 
over,  the  homage  and  services  of  his  tenant  to  another  person^ 
against  his  will ;  and  if  the  tenant  refused  to  attorn  to  the  pur- 
chaser, the  grant  was  void.^  Just  in  the  same  way,  the  Creditor 
could  not  turn  over,  or  attorn,  bis  Debtor  to  another  person 
without  his  own  consent. 

But  when  the  services  of  the  tenant  were  reduced  to  a  mere 
payment  of  money,  and  internal  peace  and  security  were  estab- 
lished, so  that  tenants  were  not  in  danger  of  being  attorned  to 
their  enemies,  the  same  principles  began  to  be  applied  to  the 
relation  of  Landlord  and  Tenant  as  had  already  been  applied  in 
Roman  Law  to  that  of  Creditor  and  Debtor.  It  was  no  real 
prejudice  to  the  Debtor  to  whom  he  paid  his  money,  so  long  as  he 
was  not  called  upon  to  pay  it  again.  So  it  was  no  real  prejudice 
to  a  tenant  to  whom  he  had  to  pay  his  rent,  so  long  as  he  had  not 
to  pay  it  twice.  The  doctrine  of  attornment  began  to  be  felt  to 
be  a  burdensome  restraint  on  the  alienation  of  land,  and  many 
methods  were  adopted  to  evade  it,  In  all  cases  where  the  Statute 
of  Uses  and  the  Statute  of  "Wills  applied,  attornment  was  un- 
necessary, and  many  other  cases  are  given  in  Comyn's  Digest, 
Attommenty  L. 

Between  the  time  of  Littleton  and  Coke  a  further  step  was 
made  in  the  alienability  of  grants  ;  for  in  several  cases  the  tenant, 
if  he  refused,  might  be  compelled  to  attorn.^ 

»  BracUm,  2,  85,  13.    Utt,,  561,  6C7,  668.  «  Co,  LUi„  3166   816a. 
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At  last  the  doctrine  of  attornment,  as  regarded  grants  and 
oonyejanceSy  was  entirely  swept  away  and  abolished  by  Act, 
Statute,  1705,  c.  16,  ss.  9,  10,  and  estates  in  land  were  made 
freely  transferable  without  the  consent  of  the  tenant.  This  Act 
of  Ajme  is  precisely  parallel  with  the  Statute  or  Constitution  of 
Alexander  Severus,  ahready  mentioned,  declaring  that  Creditors 
might  freely  transfer  their  Rights  of  action  without  the  knowledge 
or  consent  of  the  Debtor. 

By  these  means,  in  the  course  of  many  centuries,  a  complete 
revolution  was  effected  in  the  law  relating  to  estates  in  land,  which 
are  of  the  nature  of  cJioses-in-action,  whereas  originally  they  were 
absolutely  inalienable,  unless  they  were  especially  created  so ;  at  the 
present  day  all  estates  in  land  are  freely  and  absolutely  transferable, 
unless  granted  with  an  express  stipulation  to  the  contrary,  and 
eyen  in  many  cases  such  a  stipulation  is  void.^ 

13.  We  have  now  to  trace  the  course  of  the  development  of  the 
doctrine  of  the  alienability  of  Debts,  or  choses-m-acHon,  at  Law 
and  in  Equity,  in  England. 

Glanville,  the  earliest  writer  on  the  Common  Law,  gives  us  much 
information  as  to  the  mode  of  proceeding  for  the  recovery  of  Debts 
in  the  King's  Court,  but  says  nothing  of  their  transfer. 

Bracton  adopts  the  division  of  Property  into  Corporeal  and 
Incorporeal ;  ^  and,  after  describing  the  different  species  of 
Obligation,  he  states  the  method  in  which  they  are  discharged. 
After  saying  that  they  may  be  discharged  by  payment,  release 
(acceptilatio)  and  renewal,  he  continues^ — ^' Also  by  Novation^  as 
when  the  obligation  is  transferred  from  one  person  to  another,  who 
takes  it  upon  himself.  For  by  the  intervention  of  a  new  person  a 
new  Obligation  is  created  and  the  first  is  taken  away,  as  in  the 
case  of  money,  when  any  one  has  taken  upon  himself  the 
Obligation  of  another." 

Thus  we  see  that  Bracton  expressly  adopts  the  Roman  doctrine 
of  Novation ;  that  is,  where  a  Debt  is  transferred  by  the  express 
consent  of  the  Debtor,  the  Transferor  is  released,  and  an  Obligation 
is  created  between  the  Transferee  and  the  original  Debtor,  giving 
the  Transferee  a  right  of  action  against  the  original  Debtor. 

Thus  Bracton  expressly  lays  down  the  doctrine,  that  if  the 

I  SUphen's  Blackatone,  /.,  469. 
2  Dc  Leg.  Jng.y  /.,  12,  3.  »  iWJ.,  ///.,  2,  13. 
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Debtor,  the  Creditor,  and  the  Transferee  agree  to  it,  the  Debt,  or 
ehose^n^aetim,  may  be  transferred.  And  thns  this  is  exactly  the 
doctrine  laid  down  in  Gains,  which  was  the  text-book  of  Boman 
Law  at  the  time  the  Eomans  left  Britain.  Bnt  from  the  entire 
omission  by  Bracton  of  the  whole  of  the  Roman  doctrine  of  the 
Pandects  and  the  Basilica,  that  Debts,  or  choses-inrOcHan^  may  be 
freely  sold  or  transferred  without  the  consent  of  the  Debtor,  we 
may  be  sure  that  this  was  not  allowed  in  England. 

14.  As  Fends  and  Charters  came  to  be  granted  to  the 
grantee  and  his  assigns,  which  were  held  to  be  assignable,  so  as  to 
give  the  Assignee  a  right  of  action  in  his  own  name  against  the 
grantor ;  so,  annuities,  which  were  more  distinctly  recognised  as 
ehoses-m-acUan,  came  to  be  granted  in  exactly  the  same  form,  and 
it  was  expressly  decided  in  a  series  of  cases,  that  the  Assignee  of 
an  annuity  created  assignable  by  the  words  of  the  grantor,  had  a 
right  of  action  in  his  own  name. 

The  first  case  was  in  1868.^  Three  priests,  the  Assignees  of 
John,  Bishop  of  Hereford,  brought  an  action  against  the  Abbot  of 
T.  for  arrears  of  an  annuity  which  had  been  granted  by  him,  and 
made  assignable.  It  was  pleaded  that  they  could  not  sue  as 
assignees  of  a  chose-in-action,  but  the  Court  held  that  they  might. 

The  next  case  confirmed  this  doctrine.^  Brook,  the  parson  of 
Bosworth,  granted  an  Annuity  to  the  grantee  and  his  assigns 
during  his  lifetime.  The  Grantee  assigned  it,  and  the  assignee 
brought  an  action  against  the  Grantor  for  arrears.  The  defendant 
demurred,  alleging  that  such  an  annuity  could  not  be  granted  over. 
It  was  argued  that  it  was  against  the  very  nature  of  an  annuity  to 
be  assignable  over,  and  that  it  was  a  matter  of  common  learning 
that  a  chose-m-action  could  not  be  granted  over  by  a  private 
person.  But  Montague,  Chief  Justice,  said  that  the  Court  were 
unanimously  of  opinion  that  the  count  was  good,  and  that  the 
Plaintiff  might  sue  the  Grantor. 

The  same  doctrine  was  held  in  the  case  of  the  Priest  of  H.;' 
and  in  another  case  it  was  held  that  the  grantee  of  an  annuity  had 
the  right  to  grant  it  over.* 

And,  referring  to  this  case,  Coke  says^ — "  A  writ  of  annuity  is 

»  Three  Priests'  Case,  Y.B.,  41  Edio.  ITL.p.  27. 

'  Baker  v.  Brook,  Benloes,  c.  55. 

»  Y.B.,  21  Edw.  IV„  p.  20,  c.  28. 

<  Y3.,  5  £dw,  IV.  (Long  Quinto),  p.  42.  »  Co,  Litt.,  144&. 
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a  writ  for  the  recovery  of  an  annnity.  An  annuity  is  a  yearly 
payment  of  a  certain  sum  of  money  granted  to  another,  in 
fee,  for  life  or  years,  charging  the  person  of  the  grantor  only. 
Bnt  not  only  the  grantee,  but  his  heir,  and  his  and  their 
Grantee  also  shall  have  a  writ  of  annuity.'' 

Thus,  Lord  Coke  evidently  considered  Uie  case  of  Baker  v.  Brook 
as  decisive  of  the  question  that  the  Assignee  of  an  annuity  made 
assignable  by  the  grantor  himself,  may  sue  the  Grantor  in 
his  own  name. 

This  doctrine  was  again  affirmed  by  the  Common  Pleas  in  a 
case  in  his  own  Reports.^  Gregory  had,  by  deed,  granted  a  rent- 
charge  for  his  life,  to  one  and  his  Assignees.  The  Grantee 
assigned  it  over,  and  the  Assignee  distrained  for  arrears.  It  was 
resolved  by  the  Court  that  a  Bent  charge,  or  chose-m-^xetion, 
granted  to  one  and  his  assigns,  may  be  assigned  over  by  the  express 
words  of  the  Grantor,  who  granted  it  to  him  and  his  assigns,  for 
modus  el  conventto  vincunt  legem. 

This  doctrine  was  again  affirmed  by  the  Common  Pleas  soon 
afterwards.^  The  Assignee  of  an  Annuity  sued  the  Grantor  who 
had  granted  it  to  a  person  and  his  Assignees.  It  was  argued  that 
it  was  merely  contrary  to  the  nature  of  an  annuity  to  be  assigned 
over  to  another.  And  there  is  no  remedy  given  for  it  but  an  action, 
and  it  is  common  learning  that  a  thing  in  action  cannot  be  assigned 
over,  unless  it  be  the  grant  of  the  King.  But  Hutton,  J.,  said — 
*<  We  are  agreed  that  the  annuity  may  be  granted  over."  And 
since  this  time  this  doctrine  has  never  been  questioned,  till  in 
some  very  recent  cases  which  we  shall  reserve  for  future  discussion. 

Hence  these  cases  incontestably  established  that  the  Common 
Law  doctrine  regarding  the  alienability  of  a  c?io8e-in-<iciion  was 
exactly  the  same  as  governed  all  other  Property  held  in  con- 
tract. That  it  could  not  be  transferred  without  the  consent  of  the 
Debtor ;  but  that  wherever  an  Obligation  is  created  assignable  by 
the  express  consent  of  the  Obligor,  whether  that  consent  be  ex- 
pressed verbally  or  in  writing,  such  an  obligation  is  assignable, 
and  the  assignee  has  action  against  the  Obligor,  because  modus  et 
earwenlio  vincunt  legem.  The  Common  Law  allows  perfect  free- 
dom of  contract.  If  A  contracts  to  pay  B  only,  then  only  B  can 
demand  payment.  But  if  A  contracts  to  pay  B  or  **  assigns,"  or 
'^  bearer,"  then  the  assignee,  or  bearer,  may  demand  payment, 

*  Alaund  ▼.  Oregory,  7  Co.   Bep.,  286,  48  MU, 
*  Gcrrard  t.  Boden,  Hettey,  80,  8  Car.  I. 
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becaoBe  hj  the  effect  of  the  obligor's  consent  having  been  given 
in  the  very  creation  of  the  contract,  a  privity  of  contract  is  es- 
tablished between  him  and  the  bearer.  The  Roman  Law  goes 
farther  than  this  :  it  allows  the  Creditor  to  sell  any  action  of  any 
description,  and  as  the  Roman  Law  on*  tiiese  snbjects  is  the 
Common  Law  of  Scotland,  any  Creditor  !n  Scotland  can  sell  his 
Debt,  Claim,  or  Demand. 

15.  The  next  point  to  be  considered  is  how  the  Common  Law 
of  England  overcame  the  difficulty  where  the  Debtor  did  not  give 
his  consent  to  the  transfer  of  the  Debt.  We  have  seen  that 
Roman  Equity  evaded  the  direct  provisions  of  the  Code  by 
allowing  the  Assignee  to  sue  as  the  Attorney  of  the  Assignor. 
But  English  Law  had  not  the  same  restrictions  as  Roman  Law, 
and  as  early  as  Henry  YI.  we  find  that  the  Assignee  might  sue 
in  the  name  of  the  Assignor:  or  the  Assignor  may  sue  as 
Trustee  for  the  Assignee.  English  Law  had  not  until  the  Act 
which  we  shall  quote  presently,  arrived  at  the  simplicity  of  the 
Roman  Law  in  sweeping  away  this  last  formality  in  the  case  of 
c^ses-m-action,  as  the  Act  of  Anne  swept  away  the  doctrine  of 
Attornment.  The  attornment  of  the  Debtor  has  been  up  to  now 
necessary  to  enable  the  Assignee  to  sue  in  his  own  name.  But 
both  Equity  and  Law  compelled  the  Assignor  to  allow  the 
Assignee  to  use  his  name.  Equity,  adopting  the  Roman  Law  in  the 
state  of  its  full  maturity,  always  held  that  the  Creditor  had  a 
perfect  right  to  transfer  his  right  of  action  without  the  consent 
of  the  Debtor,  and  if  he  did  so,  compelled  the  Assignor  to  complete 
his  contract  to  the  Assignee  by  allowing  him  to  use  his  name  to 
sue  the  Obligor. 

The  rule  of  Law  which  has  existed  up  to  the  present  time  which 
requirfid-  the  consent  of  the  Obligor  to  enable  the  Assignee  of  the 
Obligation  to  sue  in  his  own  name,  was  simply  the  last  relic  of  the 
doctrine  of  Attornment,  and  it  only  required  this  restriction  to  be 
swept  away  to  bring  English  Law  to  the  same  state  as  Roman 
Law,  Equity,  and  the  Conunon  Law  of  Scotland,  to  assimilate  the 
Law  of  choses'in-action  to  that  of  estates  in  land,  as  enacted  by  the 
Statute  of  Anne  abolishing  attornments. 

In  fact,  the  powers  which  the  Courts,  both  of  Law  and  Equity, 
exercised  to  compel  the  Assignor  to  allow  the  Assignee  to  use  his 
name,  had  reduced  the  doctrine  to  a  mere  shadow  of  its  former 
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self,  and  it  was  not  in  the  spirit  of  the  age  to  maintain  such  an 
iUnsory  restriction,  for  the  free  alienability  of  Debts  had  become 
the  reality,  and  the  old  common  law  doctrine  had  become  the 
Jiction. 

16.  Accordingly  by  the  Act,  Statute  86  &  87  Vict.,  c.  66.,  sec, 
25,  §  6,  this  has,  at  length,  been  done.    It  is  enacted  that — 

*^  Any  absolute  assignment  by  writing,  under  the  hand  of  the 
assignor  (not  purporting  to  be  by  way  of  charge  only)  of  any  Debt 
or  other  legal  cTiose^in-actum,  of  which  express  notice  in  writing 
shall  have  been  given  to  the  Debtor,  Trustee,  or  other  person  from 
whom  the  Assignor  would  have  been  entitled  to  receive  or  daim 
such  debt,  or  chose-in-actiony  shall  be,  and  be  deemed  to  have  been 
effectual  in  law  (subject  to  all  equities  which  would  have  been 
entitled  to  priority  over  the  right  of  the  assignee,  if  this  act  had 
not  passed),  to  pass  and  transfer  the  legal  right  to  such  Debt,  or 
chose-in-actioriy  from  the  date  of  such  notice,  and  all  legal  and 
other  remedies  for  the  same,  and  the  power  to  give  a  good  dis- 
charge for  the  same,  without  the  concurrence  of  the  assignor : 
provided,  always,  that  if  the  Debtor,  Trustee,  or  other  person 
liable  in  respect  of  such  Debt,  or  chose-in-aciion,  shall  have  had 
notice  that  such  assignment  is  disputed  by  the  assignor,  or  any 
one  claiming  under  him,  or  of  any  other  opposing  or  conflicting 
claims  to  such  Debt,  or  chose-m-actian,  he  shall  be  entitled,  if  he 
think  fit,  to  call  upon  the  several  persons  making  claim  thereto  to 
interplead  concerning  the  same,  or  he  may,  if  he  think  fit,  pay  the 
same  into  the  High  Court  of  Justice,  under,  and  in  conformity 
with,  the  provisions  of  the  Acts  for  the  relief  of  Trustees." 

It  will  be  seen  that  this  clause  confers  the  Bight  upon  Creditors 
to  transfer  their  Debts,  or  cJwseS'in-acHon,  without  the  consent  of 
the  Debtor;  and,  consequently,  if  the  holder  of  an  obligation 
created  transferable  by  the  express  will  of  the  obligor,  gives  notice 
to  the  Debtor  in  terms  of  this  clause,  he  can  maintain  an  action 
on  it.  But  it  still  leaves  untouched  the  case  of  an  Obligation 
created  transferable  with  the  express  consent  of  the  Obligor,  which 
is  transferred  without  a  written  notice  to  the  Debtor,  and  in  such 
cases,  which  form  the  great  majority  of  such  transactions,  the 
Bules  of  the  Common  Law  still  apply.  But  if  there  should  be  any 
doubt  on  the  point,  which  we  contend  there  never  was,  it  is 
provided  for  in  §  11  of  the  same  section,  which  says — 
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**  Generally  in  all  matters  not  herein  before  particnlarly  men* 
tionedy  in  which  there  is  any  conflict  or  vananoe  between  the 
Bnles  of  Equity  and  the  Roles  of  the  Common  Law  with  reference 
to  the  same  matter^  the  Rules  of  Equity  shall  prevaiL** 

Thus  the  Mercantile  Law  of  England  is.  now  assimilated  with 
that  of  all  Europe. 


I5STBUMENTS  OF   CREDIT.  193 


Section  IIL 
Upon    Instruments   op   Credit. 

1.  Credit,  or  Debt,  then,  being  an  Exchangeable  Right,  or  an 
Economic  Quantity,  that  is,  Wealth  or  Merchandise,  which  may 
be  bought  and  sold,  cannot,  of  course,  in  that  form,  be  the  subject 
of  manual  delivery.  The  Greeks  hit  npon  the  plan  of  recording 
this  Riglit  upon  a  material,  and  when  this  was  done,  the  Bight 
itself  was  capable  of  manual  delivery,  like  any  other  Chattel. 
This  written  acknowledgment  of  a  Debt  was  called  Glwkographumf 
or  a  Note  of  hand.  A  Sijngraphwn  was  a  Bond  of  which  each 
party  held  a  copy. 

The  Romans  did  not  give  written  Obligations  the  force  of  legal 
evidence,  until  some  time  between  (laius  and  Justinian,  and  then 
they  adopted  the  Greek  name  ;  and  a  Creditor  who  held  a  written 
Obligation  of  his  Debtor  was  called  Cfieirographarius  Creditor ,  a 
name  which  is  retained  in  French  Jurisprudence. 

2.  Now,  when  this  Right  is  recorded  on  paper,  this  paper  is 
tcnned  an  "  Instrument,"  and  it  is  proper  to  observe  that  in  this 
case  the  word  Instrument  bears  a  technical  meaning  which  is  often 
overlooked. 

The  word  Instrument  has  two  meanings  which  are  often  not 
distinguished.  Sometimes  it  means  a  tool,  or  means,  or  implement 
by  which  something  is  eifected.  Thns,  Smith  speaks  of  money  as 
"  the  great  instrument  of  exchange,"  or  "  instrument  of  commerce." 
But  also  Bills  and  Notes  are  often  spoken  of  as  "  Instruments  of 
Credit,"  or  "  Instruments  of  Debt." 

Now,  it  must  be  carefully  observed  that  in  the  expressions, 
^'  Instruments  of  Credit,"  and  **  Instruments  of  exchange,"  the 
word  Instrument  has  two  distinct  meanings  which  must  not  be 
mistaken. 

In  "  Instruments  of  Exchange  "  it  signifies  the  means  by  which 
circulation  or  exchange  is  effected.  In  "Instruments  of  Credit" 
it  mean?  a  Record,  or  Document,  of  the  Debt. 
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In  Roman  Law  the  word  Insfrummtum  means  any  evidence^ 
whether  oral  or  written,  hj  which  the  Court  or  Judge  is  instructed 
ns  to  the  merits  of  the  case,  or  informed  of  a  fact^  In  Engtiflh 
Law,  however,  it  is  restricted  to  written  evidence,  and  thus  it  is 
exactly  equivalent  to  the  word  Document,  which  is  any  writing 
which  teaches  or  informs  the  Court  of  a  fact  It  means  simply  a 
written  record. 

Thus,  Suetonius  speaks  of  the  Instrumenta  Imperii,  the  written 
records  of  the  Empire  ;  and  Quintilian  of  the  Inetrumenta  UUs,  the 
]m]icrs  or  Documents  relating  to  a  kwsuit ;  and  Tcrtnllian  calk 
the  Christian  Scriptures  the  Nainim  Instrumsnium,  or  the  Novum 
Teittamentum,  the  new  record.' 

This  meaning  is  very  common  in  English ;  thus  ont  of  in- 
numerable examples  we  may  quote  from  Hallam' — **  is  abundantly 
manifest  by  the  instruments  of  both  the  kings" — ^**by  mutual 
instruments  executed  at  Calias" — ^''by  the  language  of  some  English 
instruments.^'  So  also  Lord  Brougham  says* — "As  the  ckxi 
struck  the  hour  when  that  mighty  imtrument  was  signed."  Thus 
in  these  cases  the  word  instrument  means  a  Document  or  Beoord. 

Hence,  an  Instrument  of  Credit,  or  Debt»  means  any  written 
evidence  of  a  Debt.  And  in  Courts  of  Law  and  legal  treatises 
these  documents  are  invariably  tenned  instruments.  Though  this 
is  known  to  every  lawyer,  it  is  often  overlooked  by  literary  writers 
on  Economics. 

Instruments  of  Credit  are  of  four  forms — 

1.  Orders  to  pay  money. 

2.  Promises  to  pay  money. 

3.  Credits  in  banks,  termed  Deposits. 

4.  A  mere  acknowledgment  of  a  Debt,  usually  termed  an  I.O.U. 
Many  persons  feel  a  difficulty  in  admitting  such  things  as  Bank 

Notes  and  Bills  of  Exchange  to  be  Wealth,  seeing  that  they  are 
but  so  many  pieces  of  paper.  But  it  must  be  observed  that  it  is 
not  exactly  the  Paper  Document  which  is  Wealth — that  is  only 
the  evidence  or  record  of  the  Right ;  it  is  the  Right  itself  which  is 
the  Economic  Quantity,  or  Wealth ;  it  subsists  and  may  be  ex- 
changed quite  independently  of  any  paper,  and  even  if  the  paper 
is  destroyed,  the  Right  is  not  destroyed  ;  it  may  be  written  on 

'  Digest y  xxii.,  4, 1. 
'  Adv.  Prax.y  15,  20.    Adv.  Marc.^  iv.,  1. 
'  Middle  Atjes^  ch.  1,  part  2. 
*  Sketches  of  /Statesmen  of  (he.  time  of  Geo.  III.     CkarUe  Carrol, 
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a  fresh  piece  of  paper.  So  many  persons  are  somewhat  startled  at 
calling  so  many  figures  in  a  banker's  ledger^  Wealth.  Bat  these 
figures  are  merely  evidence  of  the  Bights  which  exist  in  the  persons 
of  the  customers  of  the  banker,  and  they  may  be  put  into  circula- 
tion at  any  moment  by  means  of  cheques.  These  Deposits, 
therefore,  or  Credits  in  banker's  books,  are  in  real  effect  so  many 
Bank  Notes^  and  if  one  be  admitted  to  be  Wealth,  the  other  must 
be  so  too.  They  are  each  of  them  nothing  but  Transferable 
Rights  of  action. 

These  written  documents  of  Debt  are  often  termed  Instruments 
of  Credit,  and  also  Negotiable  Paper ;  but  the  former  term  is  far 
preferable,  because,  since  Bills  of  Lading  and  Dock  Warrants  have 
been  made  negotiable — ^like  Bills  of  Exchange — they  are  included 
in  the  title  of  Negotiable  Paper.  We  have  pointed  out  the 
fundamental  distinction  between  these  two  classes  of  paper  docu- 
ments, which  is  of  the  greatest  consequence  in  Economics ;  and  it 
can  only  lead  to  confusion  to  class  under  one  denomination  docu- 
ments of  such  distinct  natures ;  for  Bills  of  Lading  and  Dock 
Warrants  are  not  of  the  nature  of  Credit  at  alL 

3.  It  is  well  known  that  for  a  long  time  the  origin  of  Bills  of 
Exchange  was  involved  in  great  obscurity.  Many  writers  attributed 
them  to  the  Jews,  who  were  severely  persecuted  and  expelled  from 
France  in  1181,  by  Philip  Augustus.  It  was  supposed  that  they 
invented  them  for  the  purpose  of  transmitting  their  effects  to 
foreign  countries.  But  such  an  idea  could  only  have  arisen  fit)m 
an  entire  misconception  of  the  nature  of  Bills  and  of  an  Exchange, 
which  we  have  shewn  more  fully  in  a  subsequent  chapter.  How- 
ever, the  mystery  is  now  completely  cleared  up.  We  have  seen 
that  Cicero  speaks  of  Bills  as  being  in  common  use  in  his  time, 
and  they  must  have  been  so  long  before  him.  Athens  for  many 
centuries  was  the  great  University  of  the  Roman  world,  and  if 
Cicero  procured  a  Bill  on  Athens  for  his  son,  instead  of  sending 
the  money  with  him,  we  may  be  sure  that  other  fathers  did  the 
same.  Although,  therefore,  we  may  not  find  many  notices  of  such 
things  in  ancient  writers,  we  may  be  very  sure  they  never  died 
out.  How  many  notices  of  them  do  we  find  in  our  own  historians, 
when  we  know  that  the  system  was  fully  established  ? 

An  Austrian  friend  of  ours  has  informed  us  that  in  a  Sclavonic 
chronicle  of  the  fifth  century,  he  has  found  a  provision  that  if 
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Kiifisian  merthante  died  at  Constantinople,  the  value  of  tbeir 
lircnK?rty  Bhould  be  remitted  to  Russia  by  Bills. 

In  the  eleventh  century  Europe  had  begun  to  assume  a  settled 
state  after  the  ages  of  commotion  which  followed  the  break  up  of 
the  western  Empire.  The  cities  of  Lombardy  especially  devoted 
themselves  to  oommoree,  and  Gallenga  ^  says  that  a  treaty  between 
the  citv  of  Asti  and  Huml:»ert  II.,  of  Savov,  in  1005,  shews  that 
the  citizens  of  Asti  and  Chieri  had  alreadv  commenced  to  introduce 
the  system  of  Bills,  or  banking,  into  France  and  England. 

Weber  savs^  that  Bills  were  in  conmion  use  in  Venice  in  1171. 
A  charter  granted  to  the  city  of  Hamburg  in  1189,  authorised 
them  to  deal  in  Bills.  There  is  a  statute  of  Avignon  in  12-48, 
relating  to  Utiera  r^nnbii,  and  one  of  Venice  in  1272. 

About  this  period  the  system  of  Bills  received  an  immense  ex- 
tension. The  iK)wer  and  the  arrogance  of  the  Popes  had  long  been 
incre-asing,  till  in  the  time  of  the  Crusades  they  claimed  the  right 
to  tax  all  Christendom  for  their  support.  They  had  their  own 
money  dealers  termed  Cambiatores,  who  kept  tables  in  the 
Cathedrals  to  exchange  the  money  of  foreigners  who  came  to 
worship.  These  persons  sent  their  own  agents  into  diflPerent 
countries  to  c<:>llect  the  Papal  tribute.  As  soon  as  they  had  col- 
lected a  sufficient  amount  they  sent  the  Pope  Bills  upon  their 
principals  and  correspondents  for  the  amount.  These  Bills  were 
called  Liitera  Camhiioria — money  changers'  Bills.  These  bills 
were  naturally  in  the  form  of  an  order  uix)n  their  principals  to  pay 
a  certain  amount  of  the  money  of  the  country  they  were  in  at  a 
certain  rate  of  exchange  in  Italian  money.  In  the  12th  century 
Florence  became  especially  famous  for  this  "banking"  business, 
as  it  was  called.  Lucca,  Siena,  Milan,  Placentia,  and  others 
were  also  famous.  Cahors,  in  France,  also  became  celebrated  as  a 
monetary,  or  banking,  centre :  and  the  name  of  Caorsmi  became 
synonymous  with  usurers,  and  Dante  places  them  in  the  infernal 
regions  in  very  strange  companionship  for  this  imaginary  crime,' 

In  1229  these  persons  were  first  introduced  into  England.  The 
Pope  sent  his  chaplain,  Stephen,  and  a  nuncio  to  demand  a  tenth 
jiart  of  all  the  moveable  goods  of  all  persons,  lay  as  well  as  clerical, 
in   England,  Ireland,  and  Wales,  to  support  his  war  against 

»  Storia  del  PicmonU   Tc/.  /.,  ^V.  vL,  J  27. 
'  liidtcrche  m/T  originc  e  $uDa  natura  del  conJtratto  di  cawddo. 

*.  fn/ermo,  Camtv  li.,  /.  50. 
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Frederick.  The  imbecile  king  had  already  agreed  to  this  extra- 
ordinary demand,  but,  on  a  Parliament  being  held  to  consider  it, 
the  lay  lords  indignantly  refused  to  subject  their  lands  to  the  Pope. 
The  ecclesiastics  were  obliged  to  yield  from  fear  of  excommunication. 
A  detachment  of  Caursini,  or  Cahorsini,  bankers  of  Cahors,  came 
along  with  the  nuncio  to  lend  money  to  the  unfortunate  bishops, 
at  heavy  interest.^ 

Ranke  says* — "As  it  has  been  observed  that  the  business  of 
exchange,  or  banking,  in  the  middle  ages  received  its  chief  ex- 
tension from  the  nature  of  the  Papal  revenues,  which,  falling  due 
throughout  the  world,  had  to  be  remitted  ftx)m  ail  quarters  to 
the  Curia." 

4.  We  have  no  notices  as  to  when  the  use  of  Bills  of  Exchange 
by  merchants  became  general.  The  oldest  Commercial  Bill  of 
Exchange  known  to  exist  is  dated  1881,  in  the  following  terms — 

"  Al  nome  di  Dio.  Amen.  A  primo  di  Februario,  MCCCLXXXI., 
pagate  per  questa  prima  lettera  ad  usanza,  da  voi  medesimo  libre 
43  de'  grossi,  sono  per  cambio  de*  ducati  440,  che  questi  chi  hone 
ricevuto  da  Sejo  el  Compagni  attramente  le  pagate."* 

Another  is  quoted  by  Capmany,  an  eminent  Spanish  writer, 
which  was  drawn  in  1404  by  a  Lucchese  merchant  of  Bruges  on 
his  correspondent  at  Barcelona,  and  negotiated  at  Brages,  but 
dishonoured  at  Barcelona.     It  is  in  these  terms — 

"Al  nome  di  Dio,  Amen.  A  di  Aprile  xxviii.,  1404.  Pagate 
per  questa  prima  di  camb.  a  usanza  a  Pietro  Gilberte  e  Pietro 
Olivo,  scuti  mille  a  sold.  x.  Barcelonesi  per  scuto  :  e  quali  scuti 
mille  sono  per  cambio  che  con  Giovanni  Colombo  a  Gressi  xxii  de 
gresso  per  scuto,  et  Pon.  a  nostro  conto ;  et  Christo  vi  guardi. 

"  Antonio  quart.  Sab.  di  Brugis." 

From  the  terms  in  which  these  Bills  are  drawn  it  is  quite  evident 
that  they  must  have  been  long  in  use.  In  the  Archives  of  Venice 
there  are  a  considerable  number  of  Bills  of  Exchange  of  the  15th 
century,  drawn  by  Venetian  merchants  on  their  correspondents  in 
London,  but  sent  back  protested  for  non-payment.  In  none  of 
these  Bills  are  there  any  words  of  negotiability,  just  as  there  need 
not  be  in  a  Scotch  bill  at  the  present  day.  Many  writers  have 
been  puzzled  to  know  when  Bills  of  Exchange  became  negotiable. 

«  Holinshead,   Vol.  II.,  p,  36-1. 
•  Oeshidat  der  ndmiache  PdptU,  V6L.  /.,  p.  304. 
^  Qaoted  by  Nouguier  from  Baldo.    Dt»  LettreM  de  Change,  Vol.  1,  f*.  51. 
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Some  attribute  this  invention  to  Cardinal  Bichelien.  But  the 
investigation  in  the  preceding  section  has  cleared  away  all  mystery 
on  the  subject.  They  were  negotiable  by  the  general  Law  of  the 
Empire,  which  enacted  that  all  Debts  and  Bights  of  action  were 
as  saleable  as  any  other  chattel. 

5.  Bnt  obligations  by  the  Common  Law  of  England  were  not 
payable  to  any  one  bnt  the  Payee,  without  the  consent  of  the 
Obligor.  Accordingly  we  find  that  at  a  very  early  period  it  was 
usual  to  make  obligations  payable  to  the  obligee  and  his  attorney, 
which  was  equivalent  to  the  modem  "or  order."  Matthew  Paris* 
quotes  the  form  of  an  obligation  of  the  friar  and  convent  of  N., 
dated  1235,  and  made  payable  to  certain  Milanese  merchants  in 
London  "aut  uni  eorum,  vel  eorum  certo  nuncio." 

The  first  instance  in  which  we  find  obligations  noticed  in  a  law, 
is  in  the  Statute  of  Merchants,  11  Edw.  L,  for  the  speedy  recovery 
of  Mercantile  debts.  It  enacts  that  as  many  merchants  had 
sustained  heavy  losses  from  the  difficulty  of  recovering  their  debts, 
and  had  ceased  to  bring  their  merchandise  into  the  country,  if  the 
debtor  did  not  pay  at  the  time  agreed  upon,  the  merchants  might 
make  him  come  before  the  proper  authorities,  and  the  clerk  should 
draw  up  an  "escrit  de  obligacion,"  or  a  "lettre  de  obligacion," 
which  the  official  translators  translate  as  a  Bill  Obligatory,  to  which 
the  Debtor  was  to  affix  his  seal,  binding  him  to  pay  on  a  certain 
day.    Britton  also  speaks  of  written  obligations.* 

In  the  31st  year  of  his  reign,  Edward  I.,  he  granted  a  Statute 
to  the  City  of  London  for  the  protection  of  foreign  merchants, 
which  enacted  that  they  might  pay  the  customs  duties  on  their 
exports  by  Bills  on  their  principals  or  partners.^ 

G.  It  is  commonly  supposed  that  Bills  of  Exchange  were  only  in 
use  among  foreign  merchants,  and  that  obligations  in  the  form  of 
Promises  to  pay  were  wholly  unknown  to  commercial  usage,  and 
the  Conunon  Law,  and  that  such  an  obligation  was  not  assignable 
at  Common  Law,  even  though  containing  words  of  negotiability. 
This,  however,  is  a  complete  mistake.  There  exists  a  work  usually 
called  Arnold's  Chronicle,  first  published  alx)ut  1502,  but  supposed 
to  be  taken  from  earlier  works,  containing  many  of  the  customs  of 

'  Hist.  Ang.y  p.  418.  *  Lin.  7.,  ck.  29.    De  Dclte,  ^  5. 

3  Liber  Custumaruniy   Vol.  L^p.  210. 
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the  city  of  London  in  tKe  reigns  of  Edward  IV  and  Henry  VII. 
In  this  work  several  forms  of  Obligations  are  given  as  being  in 
common  use.  There  are  several  forms  of  Bills  of  Payment>  i.  e,, 
Promissory  Notes,  made  payable  to  payee  or  his  ''attomai/' 
equivalent  to  "or  order."    One  form  is  thus  given — 

Byll  of  Payment. 

"  Be  it  knowen  to  all  men,  me  A.  B.  de  civitat.  L.  in  countee 
of  M.  marchaunt,  to  be  boonde  be  thes  present  obligacion  to  F. 
G.  of  C.  in  ye  counte  of  K.  1.  xii.  li  lawful  money  of  England  to 
be  paid  to  ye  said  F.  G.  or  to  his  cerieym  attnmai,  his  eiers  or 
executurs,  at  the  fest  of  Sanct.  M.  tharchaungel  next  comyng 
aft'  ye  date  of  this  present  without  further  delai,  to  the  which 
paiment  wel  and  truli  to  be  made,  I  bynde  me  my  eiers  and  myn 
executors  be  theis  presents  sealed  with  my  scale  yeven  ye  furst 
day  of  ye  monethe  of  M.  ye  yero  of  ye  regno  of  K.  H.  ye  vii.  after 
ye  conquest  ye  furst" 

Another  is  made  payable  to  assigns — 

Byll  of  Payment. 

**  Memerand'  this  byll  made  the  iiij  day  of  Julij  in  ye  xix  yere 
of  the  reigne  of  Kyng  Edward  the  iiij  beryth  wytnesse  yt  we  Ric. 
Shirlee  of  London  grocer  and  Thomas  Shirlee  of  London  haburd' 
owen  unto  W.  Warboys  and  John  Benson  of  London  haburd' 
XXX vii j  8.  ij.  d.  stg.  to  be  payd  to  the  said  W.  and  J.  or  to  ether 
of  them,  to  their  eyers  ther  executors,  or  to  their  assignes,  ye  fhrst 
day  of  Julij  next  comyng  wythout  ony  delay,  to  the  whiche  pay- 
ment wel  and  truly  to  be  made  we  binde  us  our  eyers,  executors, 
and  our  assignes,  and  eche  of  us  in  the  hoole.  In  wytnesse  wherof 
we  set  to  our  scales  the  day  and  time  afore  rehersed." 

A  form  also  is  given  of  a  Bill  of  Exchange  payable  to  bearer— 

LeTTRB  of  EXCHAUNGB. 

**  Be  it  knowen  to  alle  men  yt  I  B.  A.  citezen  and  habd'  of 
London  have  ressd  by  exchaunge  of  N.  A.  mercer  of  the  same  cite 
XX.  li.  stg.  whiche  twenty  pound  stg.  to  be  paid  to  the  said  N.  or 
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to  tlie  BBINGER  OF  THIS  BYLL,  in  synxten  marte  next  oomyng  for 
vi.  8.  viij.  d.  Btg.  ix.  1.  iiij.  q.  fllg.  money  currant  in  the  saidmarty 
and  yf  any  defaut  of  payment  be  at  the  day  in  alle  or  any  part 
yerof  that  I  promyse  to  make  good  all  costis  and  scathes  that  may 
grow  therby  for  defant  off  payment  as  well  as  the  principal  some 
bee  this  my  fiirst  and  second  lettur  of  payment  and  herto  I  bynde 
me  myn  executors  and  alle  my  goodis  whersoever  they  may  be 
founde.  In  wytnesse  wherof  I  have  written  and  sealyd  this  byll 
the  X  day  of  Marche  Ao.  Dni.  MCCCC.  Ixxxij." 

These  common  forms  establish  the  fact  that  in  the  time  of 
Edward  IV.  it  was  usual  to  draw  Bills  of  Exchange  in  the  fonn  of 
Promissory  Notes,  and  to  make  them  payable  to  bearer ;  and  also 
that  Promissory  Notes  payable  to  "order  "  or  to  "assigns"  were  in 
common  use.  And  as  they  were  given  as  common  forms  at  that 
period,  they  must  have  originated  long  before,  but  how  long  it  is 
impossible  to  say.  There  is  no  instance,  however,  of  such  docu- 
ments having  been  brought  before  a  Court  of  Law,  which  may 
shew  that  our  ancestors  were  either  more  punctual  in  their  payments 
or  less  litigious  than  their  descendants.  If  one  of  these  documents 
had  come  before  a  Court  of  Law  we  may  be  certain  that  it  would 
have  recognised  its  validity,  just  as  annuities  made  assignable  by 
the  grantor  were  recognised. 

Mr.  Lawson  also  gives  a  co])y  of  a  Bill  of  Exchange  drawn  in 
the  form  of  a  Promissory  Note  in  the  reign  of  Elizabeth  * — 

"Witnesseth  this  present  bill  of  exchange  that  I  Robert 
Anderson,  merchant  of  the  city  of  Bristowe,  doe  owe  unto  Thomas 
Mun,  merchant  of  the  said  city,  the  simime  of  100  ducats ;  I  say 
an  hundred  duckets  of  currant  nionie  of  Spain,  accompting  after 
1 1  rials  of  i)latc  to  the  ducket ;  to  be  paid  unto  the  said  Thomas 
Mun,  or  his  asskines,  witliin  10  daics  next  and  ymmediately  after 
the  safe  arrivall  of  the  good  ship  called  the  Gabriel  of  Bristowe  to 
the  port  of  S.  Jjucai  in  Andalousia  in  S[)aine,  or  any  port  of  the 
discharge.  And  for  the  true  j)aiment  tliereof,  I,  the  above  named 
Robert  Anderson  do  bind  me,  my  goods,  my  heircs,  executors,  and 
assigncs,  firmly  by  these  ])resents.  In  witnesse  of  the  truth,  I 
have  caused  two  of  these  bills  to  be  made  (tlie  which  tlie  one  being 
paied,  the  other  to  l)e  voidc)  and  have  put  my  firme  and  scale  unto 
them,  and  delivered  them  rus  my  deed  in  liristowe,  the  15th  day  of 

•  J/ii>t(.rn  of  lidnkiiiijy  p.   ;iM. 
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September,  1589,  and  in  the  81  yeere  of  our  Sovereign  Qaeen 
Elizabeth  her  Majesties  reigne." 

The  first  observation  we  have  to  make  on  this  document  is  that 
in  the  present  day  it  would  not  be  recognised  as  a  Bill  of  Exchange 
at  all,  afl  it  is  made  to  depend  upon  an  uncertain  event,  the  arrival 
of  a  ship  in  harbour. 

We  next  observe  that  all  these  Obligations,  Bills  of  Exchange, 
Bills  of  Payment,  Bills  Obligatory,  &c.,  were  specialties  or  deeds, 
and  not  mere  parol  contracts,  as  they  are  considered  at  present,  and 
therefore  they  required  no  consideration  to  make  them  valid.  It 
was  enacted,  as  we  have  seen,  by  Justinian,  that  any  obligation  in 
writing  should  bind  the  obligor ;  consequently,  a  written  obligation 
in  Roman  Law  had  the  same  effect  as  a  deed  or  specialty  in 
English  Law.  In  process  of  time  the  formality  of  sealing  was 
discontinued  in  England,  but  it  must  be  observed  that  Bills  and 
Notes  are  not  merely^  simple  contracts  in  English  law  as  is  so  often 
said.  They  are  in  reahty  in  their  origin  deeds  with  the  formality 
of  sealing  thrown  off. 

7.  Considerable  obscurity  prevails  as  to  the  subsequent  history 
of  Instruments  of  Credit  in  England.  The  next  writer  on  ihe 
subject  is  Gerald  Malynes,  a  London  merchant,  who  published  his 
Lex  Mercatoria  in  1622.  It  is  remarkable  that  he  expressly  says 
that  Bills  Obligatory,  or  of  Debt,  which  (as  has  been  shown  above) 
were  in  common  use  in  the  reign  of  Edward  IV.,  were  not  used 
in  England.  In  chapters  11,  12,  and  18,  he  gives  a  ftdl  account 
of  these  bills,  which  were  used  by  the  merchants  of  Amsterdam, 
Hamburg,  Middleborough,  and  other  places,  and  explains  their 
great  convenience ;  but  he  says — "The  Common  Law  of  England 
is  directly  against  this  course,  for  they  say  there  can  be  no  aliena- 
tion from  one  man  to  another  of  debts,  because  they  are  held 
choses'in-actwn,  and  such  whereof  no  property  can  pass  by  assign- 
ment or  alienation."  So  also — "This  laudable  custom  is  not 
practised  in  England." 

Marius,  the  next  writer  of  authority,  in  1651,  gives  several  forms 
of  Bills  of  Exchange,  all  in  the  form  of  orders  to  pay.  He  takes 
no  notice  of  the  Goldsmiths'  or  Banker's  Notes,  which  were 
certainly  then  in  circulation  ;  but  at  p.  6  he  speaks  of  the  custom 
of  offering  payment  of  an  acceptance  by  a  "note  on  a  Goldsmith." 


202  THEORY  AND  PRACTICE  OF  BA17EIN6. 

These  ^'noteB^"  or  ''cash  notes,'*  as  they  were  called^  were  the 
origin  of  the  modem  Cheque.^ 

Though  Marios  does  not  notice  Promissory  Notes  there  is 
abundant  evidence  soon  after  his  time  that  they  were  in  common 
use.  In  1680  an  action^  was  brought  upon  a  sealed  note  payable 
to  bearer,  and  its  legality  was  fidly  recognised.  The  Court  said — 
''When  a  merchant  promises  to  pay  'the  bearer'  of  the  note,  any 
one  that  brings  the  note  shall  be  paid";  and  Jones,  J.,  said — 
"The  custom  of  merchants  made  that  good." 

In  another  case^  in  1681  the  "bearer"  of  a  Bill  of  Exchange, 
payable  to  bearer  was  held  entitled  to  recover,  on  proving  con- 
sideration. In  1698  a  Promissory  Note  was  declared  on  as  a 
"  Billa  or  Noia "  and  within  the  custom  of  merchants,  and  the 
declaration  was  held  good,^  and  the  same  was  held  in 
other  cases.^  In  1696  a  Promissory  Note,  payable  on  demand, 
was  declared  upon  as  a  Bill  of  Exchange,  and  Tbeby,  G. J.,  fuUy 
recognised  it  as  such,  and  said  it  was  legal.^ 

Thus  the  existence  of  these  documents  and  their  use  among 
merchants  was  distinctly  recognised  and  sanctioned  by  these 
decisions,  which  were  in  perfect  harmony  with  the  uniform  tenor 
of  the  former  decisions  above  quoted,  as  to  the  assignability  of 
choses-in-action,  when  made  assignable  by  the  Obligor  himself. 

But  soon  a  strange  conflict  of  decision  took  place,  and  a  warm 
dispute  arose  between  the  City  and  the  Court  of  King's  Bench, 
presided  over  by  Lord  Holt.  In  a  series  of  cases  ^  it  was  held  that 
the  '*  bearer  "  had  no  right  of  action  against  the  acceptor  or  maker 
of  a  Note  or  Bill  payable  to  bearer  :  that  Promissory  Notes  were 
not  within  the  custom  of  merchants  :  and  that  they  could  not  be 
declared  upon  as  Bills  of  Exchange.  In  the  last  case  cited,  Lord 
Holt  expressed  himself  very  strongly  against  Promissory  Notes 
payable  to  bearer,  which,  he  said,  were  only  an  invention  of  the 
goldsmitlis  in  Lombard  Street.    The  Chief  Justice  had  a  con- 

«  Grant  v.  Vaughan,  3  Burr,  1516.     TaU  v.  HUbert,  2  Ves.  jnn.,  111. 
»  Shdden  t.  UtiUUy,  2  Show,  1601.         »  IRntm's  Case,  2  Show,  235. 

*  WiaiavM  V.   Wdliams,  Garth.,  269. 
*  Pearson  t.  Qarrett,  Comb.,  227.    Lambert  t.  Oakes,  1  Ld.  Raymond, 
443,     Carter  v.  Palmer,  12  Mod.,  380. 
*  Bromwich  v.  Lloyd,  2  Lntw.,  1583. 
'  Ifodges  v.  SUwards,  1  Salk.,  125.     Horton  v.  Coggs,  3  Lev.,  299,  in  1691. 
Coggs'  Case,  Comb.,  466,  in  1699.      Carter  v.  Palmer,  12  Mod.,  319,  m 
1701.      ClcrU  V.  MarHn,  2  Ld.  Raym.,  757.       Ctding  v.    WiUxams,  2 
Ld.  Raym.,  825,  in  1703  ;  caxd  Butler  t.  Cnj^,  6  Mod.,  29,  in  1704. 
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ference  with  some  eminent  merchants  of  the  city,  who  told  him 
that  Buch  notes  had  been  in  common  nse  for  abont  30  years,  and 
were  looked  npon  and  transferred  by  indorsement  as  Bills  of 
Exchange.  The  Coort,  however,  decided  against  them.  In 
consequence  of  these  decisions  the  Act,  Statute  1704,  c.  9,  was 
passed,  placing  Promissory  Notes  in  all  respects  on  the  same  footing 
as  inland  Bills  of  Ezchajige. 

How  the  strange  facts  are  to  be  accounted  for — that  Bills  of 
Exchange  in  the  form  of  Promissory  Notes  payable  to  ''bearer,^ 
and  Bills  of  Payment  or  Notes  payable  to  "  assigns  "  or  "  order," 
were  in  common  nse  in  London  in  the  15th  and  16th  centuries, 
and  then  had  totally  disappeared  at  the  beginning  of  the  17th 
century,  and  reappeared  at  its  close,  but  were  supposed  to  be  then 
a  new  species  of  document,  so  that  their  former  use  was  not  known 
— ^it  is  not  easy  to  say. 

8.  It  must  also  be  noticed  that  the  name  of  Promissory  Notes 
seems  only  to  have  been  finally  adopted,  if  indeed  it  was  not  then 
first  given  to  these  Instruments  by  the  Statute  of  Anne.  Before 
that  time  they  were  called  Bills  of  Payment,  Bills  of  Debt,  Bills 
of  Credit,  [Bills  Obligatory  ;  Bank  Notes  were  called  Bank  Bills. 
In  the  Act  establishing  the  Bank  of  England  its  Notes  are  termed 
''Bills  of  Credit"  and  "  Bills  Obligatory."  In  one  case ^  a  note 
for  the  payment  of  money  was  termed  an  inland  bill,  by  the 
Court.  In  another  case'  two  goldsmiths'  or  bankers'  notes  were 
declared  upon  as  Bills  of  Exchange,  and  they  are  called  ''  bills  " 
throughout  the  case.  Again,  it  is  said  in  another  case' — **  If  a 
merchant's  apprentice  draws  a  hUl  (as  '  I  do  promise  to  pay  such 
a  sum  for  my  master ')  to  charge  the  master  with  this  note!*  So 
in  several  cases  Bank  Notes  are  called  Bills.^  In  many  parts  of 
the  country  at  the  present  day  Bank  Notes  are  always  called  Bank 
Bills,  and  the  word  Bank  Noies  would  not  be  understood. 

The  common  opinion,  therefore,  that  Promissory  Notes  are  not 
transferable  at  Common  Law,  and  that  they  were  unknown  to 
oonmiercial  usage  until  the  end  of  the  17th  century,  is  entirely 
erroneous  both  in  Fact  and  Law.  Obligations  in  both  forms  were 
equally  called  Bills  and  Notes,  and  are  equally  valid  at  Common 

* ▼.  ElborougK,  8  Keb.,  766.        »  IliU  t.  UwU,  1  Balk.,  181. 

*  BouUon  T.  HiUetden,  Comb.,  450. 
*  AnonymouSf  1  Ld.  Baym.,  738.    Nicholson  ▼.  Sedgwick,  1  Ld.  Baym.,  180. 
Bank  of  England  t.  Newman,  12  Mod.,  2il,     Anonifmous,  1  8aUu»  1^. 
Lambert  t.  Oakeit  1  Ld.  Baym.,  443. 


204  TEXOKT  AMD  FKACTICE  OW  KILTECSG. 

Ijum.  Nfmft^wri  Uttermrwm  md  mn&nm  fmam  mrnmtmt  liikrm 
oblujfamm'^  is  efptadij  Coomioa  SeiB?  issd  Eegnaa  mzid  EngHrii 
liHiry  and  practice.  A  Bd  of  Exchange  m  fixmer  times  meant 
iMihiD^  more  than  an  Obtigaooa  to  paj  the  matoe  of  a  certain 
amount  of  tfaemooejof  a  coantrr  in  the  moner  of  anotho'  at 
a  eertain  rate  of  exd^u^e,  and  it  waa  peffeccij  ooaimoQ  to  draw 
the  OUigaticm  in  the  form  eith^  of  an  Order  to  paj  moneT,  or 
a  Pbomisr  to  poj  mooej,  and  both  forms  were  perfectly  Talid. 
When  the  OUigaticn  was  originated  br  the  Creditor,  it  natnraDj 
took  the  kfnn  of  an  Order  addmsed  br  the  Creditor  to  paj  the 
TDtmej ;  when  it  originated  with  the  Debtor  it  natnndlj  UmAl  the 
form  of  a  Promiae  to  paj.  When  the  oUigation  was  to  paj  in  the 
roonej  of  this  coontrj  it  was  caUed  an  Inland  Bill,  whether  its 
form  was  Uiat  of  an  Order  cfr  a  Promise.  The  words  BUkt  and 
Nola  meant  nothing  more  than  a  writing.  The  forms  of  these 
Instmments  whidi  we  hare  given  hare  also  dispelled  the  strange 
fancy  of  iome  Judges  that  sealed  Instrnments  were  not  according 
to  Mercantile  usage,  and  therefore  not  transferable  or  negotiable. 
Bat  as  all  these  doctrines  have  now  been  swept  awaj  by  the  recent 
Act,  we  need  not  refdte  them  further. 

Since,  however,  the  series  of  erroneona  decisions  in  the  King's 
Ikinch,  which  gave  rise  to  the  Statute  of  Anne,  the  word  Bill  has 
l)ccn  restricted  to  Orders  to  pay,  and  the  word  Xote  to  Promises 
to  pay.  Ilencc,  in  reading  old  cases  and  books,  it  must  be  observed 
that  the  words  Bill  or  Note  were  used  synonymously  to  denote  any 
written  obligation.  In  modem  cases  and  books  they  are  used  to 
mark  the  duiinrtion  between  Orders  to  pay  and  Promises  to  pay. 

One  great  establishment  still  keeps  up  the  old  hybrid  form  of 
ilio  obligation,  in  a  species  of  paper  it  issues.  The  following  is 
the  form  of  a 

Bank  of  Engiand  Post  Bill. 

No.  _.. London,. 18 


A I  Hcven  Vat/n*  svjht  I  promise  to  pay  this  my  sola  Bill  Oj 

Kxcliani/ef  to or  orilery  One  Hundrei 

. sterling  value  received  of , 

For  the  Governor  and  Company  of 

IINDRED 

Kutd. 


X  Onk  Hundred  the  Bank  of  England. 


»  />/</w^  xUv.,  7,  37. 
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On  BiLLB  OF  Exchange  and  Promisbory  Notes. 

9.  In  its  most  general  form  a  Bill  of  Exchange  is  a  letter 
from  a  Creditor  to  his  Debtor,  ordering  him  to  pay  (Ist)  a  certain 
snm  of  money ;  (2nd)  to  a  certain  person ;  (drd)  at  a  certain 
event. 

It  must  bo  observed  that  the  definition  of  a  Bill  of  Exchange 
usually  given  is  essentially  defective^  becanse  it  is  nsnally  said  to 
be  an  order  from  A  to  B  to  pay  C,  or  order,  a  sum  of  money.  Now, 
it  is  true  that  all  Bills  of  Exchange  are  Orders  to  pay  money,  but 
all  orders  to  pay  money  are  not  Bills  of  Exchange. 

It  is  essential  to  the  character  of  a  Bill  that  it  should  be 
addressed  to  a  person  who  owes  the  money,  as  a  Debtor.  If  the 
order  be  addressed  to  a  person  who  merely  holds  the  money,  as  a 
DeposUum,  as  a  Bailee,  or  Trustee,  or  Agent,  or  Servant  of 
the  writer,  it  is  not  a  Bill  but  a  Draft  ;  and  there  are  most 
important  Economic  distinctions  between  the  two  instruments. 

The  usual  form  of  a  Bill  of  Exchange  is  as  follows — 

£287  15  8  Londan,  May  4,  1875. 

Three  montlis  after  date  pay  to  myself  {ot  A.  B,),  or  order ^ 
the  sum  of  Two  hundred  and  eiyhty-seven  pounds  fifteen  shillings 
and  eight  pence  for  value  received. 
To  Mr.  John  Cox,  William  Smith. 

Linendraper, 

Strand,  London. 

The  person  who  addresses  the  letter  is  termed  the  Drawer ;  the 
person  to  whom  it  is  addressed  is  termed  the  Drawee;  and  the 
person  to  whom  it  is  to  be  paid  is  termed  the  Payee. 

It  is  the  payee's  business,  on  the  first  convenient  opportunity 
after  he  has  received  the  letter,  to  present  it  to  the  Drawee  to 
know  if  he  will  pay  it.  If  he  agrees  to  do  so  it  is  usual  for  him 
to  write  his  name,  with  the  word  "  accepted,"  across  the  face  of 
the  Bill ;  he  is  then  called  the  Acceptor, 

The  drawer  may  make  the  bill  payable  either  to  a  third  person, 
or  to  his  order  ;  or  to  himself,  or  to  his  order.  If  it  were  made 
payable  to  a  third  person  only,  or  to  the  drawer  himself  only, 
without  inserting  the  words  "  or  order,"  the  bill,  before  the  recent 
statute,  could  only  be  paid  to  the  person  named,  and  could  not  bo 
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transferred  to  any  one  else  so  as  to  enable  him  to  sne  on  it  in  his 
own  name — that  is  it  could  not  be  negotiated,  as  it  is  termed. 

But  since  the  recent  statute  this  is  no  longer  necessary,  because 
if  a  Bill  made  payable  to  the  payee  only,  be  transferred  to  some 
one  else,  the  presentation  of  the  Bill  to  the  acceptor  for  payment 
is  a  notice  to  him  of  the  transfer  of  the  Debt. 

If  the  words  '^  or  order"  are  inserted  after  the  payee's  name,  he 
must,  on  transferring  it  to  any  one  else,  write  his  name  on  the 
back  of  the  bill ;  hence  it  is  called  an  Indorsement;  the  person 
who  does  it  is  called  the  Indorser^  and  the  person  to  whom  it  is 
delivered  is  called  the  Indorsee, 

The  indorsee  may,  if  he  pleases,  indorse  it  again  to  some  one 
else,  and  if  he  make  it  payable  to  that  person  only,  it  is  called  a 
special  indorsement,  and  can  only  be  paid  to  him ;  but  if  he  delivers 
it  over  with  his  own  name  only  written  on  the  back,  it  is  called  a 
general  indorsement,  or  an  indorsement  in  blank.  Its  effect  is  to 
make  the  bill  transferable  by  mere  delivery,  without  any  ftirther 
indorsement,  exactly  like  a  bank  note  or  money,  and  the  bill  is 
then  payable  to  bearer  like  a  bank  note. 

Formerly  indorsement  was  in  all  cases  necessary  to  transfer  the 
property  in  a  bill  or  note  ;  but  this  has  long  ceased  to  be  the  case 
in  English  Law.  It  became  the  custom  of  merchants  in  England, 
which  has  long  acquired  the  force  of  law,  that  any  Instrument  of 
Credit  indorsed  in  blank  may  be  transferred  by  simple  delivery, 
without  any  further  indorsement. 

It  is,  however,  still  the  custom  to  indorse  them  on  a  transfer — 
at  least,  there  are  very  few  persons  who  would  take  them  without 
indorsement.  And  the  effect  of  the  indorsement  is  this:  that  if 
the  bill  be  not  paid  by  the  acceptor  at  maturity,  and  if  the  owner 
or  holder  of  it  gives  immediate  notice  to  any  or  all  of  the  preceding 
parties  to  it,  he  has  the  right  to  enforce  payment  of  it  from  them. 

But  this  demand  for  payment  must  be  made  without  delay,  in 
almost  all  cases  within  24  hours  after  the  fact  of  non-payment  is 
known  to  the  holder.  If  delay  be  made  in  notifying  the  fact  and 
demanding  payment  from  the  parties  liable,  they  are  absolved,  and 
the  holder's  remedy  is  gone. 

Thus  in  modern  practice  the  indorsement  is  merely  a  limited 
warranty  of  soundness.  There  is  no  other  difference  between 
buying  goods  or  money  with  a  bill,  with  or  without  an  indorsement, 
than  between  buying  any  other  such  article  as  a  horse^  a  watch,  or 
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a  carriage,  with  or  without  a  limited  warranty.  It  is  in  all  cases 
a  sale.  In  the  case  of  a  bill  taken  without  an  indorsement,  or  a 
horse  booght  without  a  warranty,  the  sale  is  final  and  oonclusiye ; 
in  the  case  of  a  bill  taken  with  an  indorsement,  or  a  horse  bought 
with  a  warranty,  the  sale  may  be  cancelled  if  the  defect  be  dis- 
covered and  the  demand  made  within  the  time  limited,  otherwise 
it  is  also  final  and  conclusive. 

The  general  rule  of  English  law  now  is  that  if  any  Instrument 
of  Credit  whatever,  whether  it  be  a  Bank  Note  or  a  Bill  of 
Exchange,  be  taken  in  exchange  for  goods  or  money  in  any  trans- 
action without  indorsement,  or  if  the  period  allowed  for  making  the 
claim  in  the  case  of  an  unpaid  bill  be  suffered  to  elapse,  it  is  a  final 
closing  of  that  transaction,  and  the  receiver  has  no  remedy  against 
the  transferor,  if  the  instrument  be  not  paid.  Th/B  payment  is,  in 
fact,  in  all  respects  as  valid  and  final  as  if  it  tvere  money. 

Except  only  in  the  case  of  fraud,  where  the  payer  knew  that 
the  banker,  or  person,  whose  note  or  bill  he  tendered,  was  bank- 
rupt or  insolvent. 

It  is  usual  in  English  bills  to  insert  the  words  ^'for  value 
received,"  but  it  is  not  necessary.  In  a  recent  case  it  was  said 
that  they  have  no  more  meaning  than  "  your  obedient  servant "  at 
the  end  of  a  letter.  In  former  times  it  was  necessary  to  state 
what  the  debt  arose  from,  whether  money  or  goods.  But  this  has 
long  fallen  into  disuse  in  this  country. 

10.  A  Promissory  Note  is  an  absolute  Promise  to  pay  (1st)  a 
certain  sum  of  money  ;  (2ndly)  to  a  certain  person  ;  (8rdly)  at  a 
certain  event.    It  is  usually  expressed  thus — 

£143  4  9  London,  May  4th,  1875. 

Three  months  after  date  /promise  to  pay  John  Stiles,  or  order, 
the  sum  of  one  hundred  and  forty-three  pounds  four  shillings  and 
ninepence,for  value  received. 

TmoTHY  Gibbons. 

In  this  case  Timothy  Gibbons  is  called  the  Maker  of  the  Note, 
and  John  Stiles  the  Payee. 

Promissory  Notes  of  all  sorts,  including  Bank  of  England  Notes, 
as  well  as  the  Notes  of  private  bankers  and  merchants,  were  all 
placed  on  exactly  the  same  footing  as  inland  bills  of  exchange,  by 
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the  Acts,  Statute  1694,  c  20,  e.  29,  and  Statute  1704,  c.  8,  that  is, 
they  were  all  made  ta-ansferable  by  indorBcment  on  each  separate 
transfer. 

In  the  case,  however,  of  Bank  Notes  (by  which  in  Law  is  always 
meant  Bank  of  England  Notes),  as  these  were  always  payable  on 
demand  and  the  payment  was  quite  secure,  the  practice  of  indorse- 
ment soon  fell  into  disuse,  and  they  passed  from  hand  to  hand  like 
money.  In  the  case  of  private  bankers  of  good  credit,  the 
indorsement  was  often  omitted.  But  though  the  ceremony  of 
indorsement  was  omitted  as  superfluous,  that  in  no  way  altered  the 
character  of  the  Instrument,  and  the  receiver  of  the  Note  took  it 
entirely  on  his  own  peril,  and  ran  exactly  the  same  risk  as  if  he 
took  any  other  Instrument  of  Credit  without  indorsement. 

On  Banking  Instruments  of  Credit. 

11.  The  Instruments  of  Credit  which  we  have  treated  of  above 
may  bo  called  Commercial  Instruments  because  they  arose  out  of 
the  transactions  of  merchants.  The  introduction  of  Banking  into 
England  gave  rise  to  two  new  forms  of  paper,  which  may  be  called 
Banking  Instruments  of  Credit. 

The  essential  nature  of  ** banking"  is,  as  we  have  shewn,  to 
create  Credit  in  exchange  for  money  and  commercial  debts. 
When  a  customer  pays  in  money  to  his  account  with  his  banker, 
the  property  in  the  money  passes  to  the  banker,  and  in  exchange 
for  it  he  creates  a  Credit  in  his  favour  in  his  books,  which  is 
repayable  on  demand  ;  or  if  he  discounts  a  bill  for  his  customer  he 
also  creates  a  Credit  in  his  favour.  The  customer  then  having  so 
much  Credit  at  his  account,  if  he  wished  to  make  a  payment,  might 
\\Tite  a  note  to  his  banker  desiring  him  to  pay  so  much  to  the 
payee.  These  Notes,  or  Cash  Notes,  as  they  were  called,  were  the 
origin  of  the  modern  Cheque.  They  were  in  various  forms ; 
sometimes  they  were  made  payable  to  a  particular  person — 

16th  Nov.,  1689. 
Mr.  Jackson, — Pray  pay  to  the  bearer  Jieroff,  Mr.  Daniel 
Crokerffive  pounds,  and  jf lace  it  to  tlw  accompt  of 

Your  loving  frimdy 
To  Mr.  Roger  Jackson,  ioas  Wyxyarde. 

At  Sir  Francis  Child's,  Goldsmith, 
just  within  Temple  Barr. 
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Sometimes  they  were  simply  payable  to  "  bearer  " — 

Mr.  Childe, — Pray  pay  unto  the  hearer  the  sum  of  twenty 
pounds f  and  place  U  fo  the  account  of 

LfOndon,  Aug.  29^  1689.  E.  Pollexfen. 

Sometimes  they  were  payable  at  sight — 

Bolton,  4th  March,  1684. 
At  sight  hereof  pray  pay  unto  Charles  Duncombe,  Esq.,  or 
order,  the  sum  of  four  hundred  pounds,  and  place  it  to  the  accompt  of 

Your  assured  friend. 
To  Captain  Francis  Child,  Winchester. 

near  Temple  Barre. 

In  many  cases  they  were  sealed — 

Pray,  Mr.  Child,  j)ay  to  Mr.  Harrison  the  sum  of  a  hundred 
pounds. 

(Seal)  D.  Tyrwhitt. 

Sir, — I  pray  pay  unto  Mrs.  Ann  Richards,  or  her  order, 
the  sum  of  £15,  for  your  lo:  friend. 
To  Mr.  Child,  or  Mr.  Kogers,  Thos.  Meres. 

Goldsmiths,  near  Temple  Barr, 

2  Sept.,  '89.  (Seal.) 

Sometimes  they  were  payable  to  payee,  or  bearer — 

To  Mr.  Child  and  Mr.  Rogers.  July  20th,  1688. 

Pray  pay  unto  the  honorable  Dudley  North,  or  bearer,  the 

sum  of  one  thousand  pounds,  and  be  pleased  to  place  it  to  tlie 

accmint  of 

Your  friend  and  servant, 

Yarmouth. 

Sometimes  they  were  payable  to  order — 

8d  June,  1688. 
Pray  pay  unto  the  bearer  hereoff  Mr.  Thomas  Dickenson,  or 
m^der,  the  sum  of  thirty  pounds  and  place  it  to  the  accompt  of 

Your  lo :  friend, 

Paul  Whichoott. 
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The  Duke  of  Ancaster  wrote  his  "  Notes  "  as  follows — 

Mr.  Robert  Child, 

Pray  pay  to  my  servant  TTios.  B.,  the  mm  of  seventeen 
pounds,  and  for  so  doing  this  shall  be  your  order  under  my  hand 
and  seal,  this  17th  day  of  October,  1707. 

Ancaster,  G.  C.         (Seal.) 

ThoB  we  see  that  the  practioe  of  sealiog  had  not  been  entirely 
disoontinned  then. 

12.  But  if  the  customers  wished  it  the  banker  gave  them  his 
own  Promissory  Notes  for  sach  sums  as  they  pleased.  These  early 
Goldsmiths'  or  Bankers'  Notes  were  not  printed,  but  were  just 
written  on  plain  pieces  of  paper  hke  the  Promissory  Notes  of 
private  persons.    The  following  is  a  specimen — 

Nov.  28,  1684. 
/promise  to  pay  unto  the  Rt.  honble.  ye  Lord  North  and 
Orey,  or  bearer,  ninety  pounds  at  demand. 

For  Mr.  Francis  Child  and  myself, 

Jno.  Rogers. 

In  July,  1729,  Messrs.  Child  &  Co.  were  the  first  bankers  to 
adopt  printed  forms  for  their  Notes.  But  they  were  not  printed 
for  definite  sums  like  Bank  of  England  Notes,  but  only  like 
modem  cheques — they  were  partly  printed,  and  the  name  of  the 
payee  and  the  sum  payable  were  filled  in  in  \*Titing.  Sometimes 
they  were  payable  to  bearer,  and  sometimes  to  order,  thus — 

Picture  of   )      No.  921.  London,  Oct.  20,  1729. 

Temple  Bar.  J  /  promise  to  pay  to  Mr.  RirMrd  Bannist^,  or 

order,  on  demmul,  twfi7ity  povnds. 

For  Frar.  Child,  Esq., 
£20.  Sam.  Child. 

Picture  of   1      No.  1792  London,  8  Decemh.,  1729. 

Temple  Bar.  )  I  promke  to  pay  to  Mr.  Chr.  Diggs,  or  hearer, 

on  demand,  thirty  poimdft. 

Far  FraR.  Child,  self  &  Co. 
£80  S/VM.  Child. 
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There  has  been  considerable  doubt  as  to  when  London  bankers 
discontinned  the  issue  of  Notes.  The  latest  specimen  preserved 
is  dated  April  12,  1793. 

These  documents  are  not  merely  mercantile  curiosities ;  they 
possess  great  legal  and  historical  interest.  We  shall  find  thi^ 
when  a  monopoly  was  created  in  favour  of  the  Bank  of  England, 
the  Act  was  framed  specially  in  reference  to  om  form  only  of  these 
banking  documents,  and  left  the  other  wholly  unnoticed.  And  it 
was  entirely  this  omission  which  left  a  loophole  open  in  the 
monopoly  clauses  of  the  Act,  which  in  1833  enabled  Joint  Stock 
Banks  to  be  founded  in  London.^ 

*  We  are  indebted  to  the  kindness  of  F.  G.  H.  Price,  Esq.,  of  the  firm  of  Child 
Si  Co.,  the  oldest  banking  firm  in  London,  for  a  sight  of  these  Documents. 
Temple  Bar  having  shewn  signs  of  giving  way,  in  consequence  of  the 
excavations  made  for  the  foundations  of  the  New  Law  Courts,  the  room  in 
it  which  was  rented  by  Child  &  Co.,  and  in  which  the  ancient  records  of 
the  firm  were  kept,  had  to  be  cleared  out,  when  these  documents — ^whioh 
clear  up  several  doubtful  points  in  early  banking— came  to  light  m 
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Section  IV. 
On  the  Limits  and  Extinction  of  Credit. 

On  the  Limits  of  Credit. 

1.  In  the  preceding  sections  we  have  clearly  shown  that 
Credit  is  the  name  of  a  species  of  Incorporeal  Property,  which 
is  of  the  same  nature  as,  but  inferior  in  degree  to,  Money  ;  and 
that  it  fulfils  exactly  the  same  functions  as  Money  as  a  Medium 
of  Exchange,  or  Circulation  :  also  that  it  is  Property  cumulative 
to  Money  ;  that  is,  that  it  is  over  and  above,  or  additional  to,  the 
quantity  of  Money  in  use.  In  the  following  chapters  we  shall 
exhibit  the  actual  mechanism  of  the  System  of  Credit,  and  shew 
•how  it  is  the  great  productive,  or  circulating  power,  of  modem 
times.  Credit,  in  fact,  is  to  Money  what  steam  is  to  water  :  and, 
like  that  power,  while  its  use  within  proper  limits  is  one  of  the 
most  beneficial  inventions  ever  devised  by  the  ingenuity  of  man, 
its  misuse  by  unskilful  hands  leads  to  the  most  fearful  calamities. 
Credit,  like  steam,  has  its  limits,  and  we  have  now  to  investigate 
the  proper  Limits  of  Credit,  and  the  various  methods  by  which 
•  it  may  be  extinguished.  Because  by  its  very  name  and  its  veiy 
nature,  it  is  always  created  with  the  express  intention  either  of 
being,  or  of  being  capable  of  being,  extinguished.  It  is  UxEX- 
tinguished  Credit  which  produces  these  terrible  monetary 
cataclysms  which  scatter  ruin  and  misery,  among  nations.  It  is 
by  the  excessive  creation  of  Credit  that  over-jyvoductwri  is 
brought  about,  which  causes  those  terrible  catastrophes  called 
Commercial  Crises:  and  the  inability  of  Credit-shops  to  ex- 
tinguish the  Credit  they  have  created — commonly  called  the 
failures  of  Banks — is  the  cause  of  the  most  terrible  social  cala- 
mities of  modern  times. 

The  true  limits  of  Credit  may  be  seen  from  the  etymology  of 
the  word.  Because  all  Credit  is  a  Pramise  to  Pay  something  in 
future.  And  that  "  something,"  whatever  it  be,  is  the  Value 
of  the  promise.  That  something  need  not  necessarily  be  Money. 
It  is  perfectly  possible  that  it  slionld  be  anything  else.  The 
practice  of  interest,  or  usury,  was  in  force  before  the  invention 
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of  money.  It  might  be  a  promise  to  do  something.  As  an  ex- 
ample of  this,  we  may  take  a  postage  stamp,  which  is  a  promise 
by  the  State  to  carry  a  letter.  And  this  service  is  the  value  of 
the  stamp.  Now,  it  is  quite  clear,  and  to  shew  it,  we  have  only 
to  appeal  to  every  one's  experience,  that  a  postage  stamp  is  a 
valuable  thing.  It  passes  currently  as  small  change.  Now, 
people  take  postage  stamps  as  equivalent  to  pence,  because  they 
often  wish  to  send  letters  by  the  post.  The  recent  regulation 
that  stamps  shall  be  convertible  into  money  at  any  post  office, 
makes  them  in  all  respects  part  of  the  currency  of  the  country. 
They  are,  in  fact.  Id.  notes. 

Now  the  only  real  difficulty  in  the  case,  is  to  observe  that  the 
naked  "  Promise  to  Pay  "  is  independent  exchangeable  property, 
quite  distinct  from  the  thing  itself,  and  it  may  circulate,  in  com- 
merce, just  the  same  as  the  thing  itself.  This  may  surprise  some 
readers  at  first,  but,  to  shew  its  truth,  they  need  only  appeal  to 
their  own  daily  experience,  where  they  see  Bank  Notes,  Cheques^.- 
and  Bills  of  Exchange,  circulating  to  the  extent  of  hundreds  of 
millions,  and  performing  all  the  functions  of  Money. 

But,  of  course,  it  is  quite  manifest  that  the  Value  of  the 
promise  is  the  Thing  itself,  and,  consequently,  if  the  thing  itself 
fails,  the  promise  has  lost  its  Value,  This  consideration,  there- 
fore, at  once  indicates  the  Limit  of  Credit.  Assuming  Credit  to 
be,  what  it  is  in  its  best  known  form  in  this  country,  the  promise 
to  pay  money,  it  is  quite  clear  that  every  future  payment  has  a 
Present  Value.  Consequently,  whenever  the  possession  of  Money 
at  any  time  is  actually  certain,  the  Right  to  receive  it  is  an 
exchangeable  Property,  which  may  be  bought  and  sold. 

Commercial  Credit,  however,  does  not  rest  upon  so  solid  a 
basis  as  the  certainty  of  being  in  possession  of  Money,  for  then 
it  would  be  as  safe  as  Money  itself,  and  losses  would  be  unknown. 
It  is  based  upon  the  expectation  of  receiving  Money  at  a  certain 
time.  A  trader  buys  goods,  and  gives  his  Promise  to  pay 
money,  upon  the  reasonable  expectation  that  he  will  be  able  to 
sell  them  for  Money  before  the  Bill  becomes  due  ;  or,  at  least, 
that  he  wiU  be  in  the  possession  of  Money  before  that  time. 
That  is,  hd  produces,  or  brings  and  offers  them  for  sale,  in  the 
hope  that  they  will  be  consumed,  or  bought.  If  he  brings  for- 
ward for  sale  more  of  any  species  of  goods  than  is  suitable  to 
the  drcmnstances  of  the  time,  so  that  they  cannot  be  sold  at  all. 
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always  paid  in  money.  Bat  there  are  several  methods  by  which 
Credit,  or  Debt,  is  extinguished,  besides  payment  in  money.  And 
in  this  coontry  the  quantity  of  Bills  of  Exchange  which  are  paid 
in  money  is  infinitesimal  compared  to  those  paid  in  other  ways. 
We  have  now  to  examine  the  various  methods  of  extinguishing 
Obligations :  these  are — 

1.  By  Release,  or  AcceptHation. 

2.  By  Payment  in  Money, 

8.     By  Renewal,  or  Transfer,  or  Novation. 
4.    By  Set  off,  or  Compensation. 

I. — By  Release,  or  Aoceptilation. 

3.  Euler,  as  we  have  seen  above,  says  that  if  a  man  has 
nothing  in  the  world,  and  even  owes  50  crowns,  it  is  certain  that 
he  has  50  crowns  less  than  nothing.  He  also  says  that  if  any  one 
makes  him  a  present  of  50  crowns  to  pay  his  Debt,  he  would  still 
be  only  at  the  point  0,  though  really  50  crowns  richer  than  before. 

So  far  as  Euler  goes  he  is  right ;  bat,  as  we  observed  on  the 
passage,  he  has  only  stated  half  the  case,  because  the  same  result 
may  be  arrived  at  in  another  way. 

Suppose  his  Creditor  Releases  him  from  his  Debt,  his  Property 
would  then  =  0,  and  he  would  also  be  50  crowns  richer  than  before. 

Hence  this  example  shews  that  the  Release  of  a  Debt  is  exactly 
the  same  thing  as  a  Oifl  of  Money.  A  principle  of  inmiense  im- 
portance in  commerce,  and  the  application  of  which  may  surprise 
our  readers. 

So  it  is  said — "  Alteri  adquiret  qui  eum  liberat :  qui  liberatur 
fit  locupletior  :  quin  quamvis  ei  reverb  nihil  adcrescit :  hoc  ipso 
tamen  ditior  est  quod  nihil  ei  decrescit." 

*^  He  gives  a  profit  to  another  who  frees  him  from  an  obligation: 
he  who  is  freed  is  made  richer ,  although  nothing  is  truly  added  to 
him ;  yet  lie  is  richer  in  this,  that  nothing  is  taken  away  from 
him:' 

So  again  ^ — Qui  obligatione  liberatur  videtur  cepisse  quid." 

"  He  who  is  freed  from  an  obligation  seems  to  have  gained 
sofmethingP 

So  Pothier  says* — "A  release  is  a  Donation." 

1  Digut,  L,  17,  116. 
>  TraxU  dt»  ObUgationSj  Pt,  III.,  c.  3.    Art.  3,  §  1. 
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So  also  Ortolan  ^ — **  The  release  &om  a  Debt  is  always  classed 
as  a  Donation  in  Roman  Law." 

So  Von  Savigny  * — "  A  simple  contract,  or  the  release  of  a  Debt> 
may  be  the  subject  of  a  Donation." 

''The  increase  of  wealth  may  result  from  a  Credit  given  to  the 
Debtor,  or  the  Release  of  a  Debt."  ^ 

"Every  release  of  a  Debt  enriches  the  Debtor,  The  amount  of 
the  donation  is  always  equal  to  that  of  the  Debt,  even  although  the 
Debtor  is  insolvent.  Although  the  release  from  a  Debt  destined 
never  to  be  paid  seems  a  thing  of  no  consequence,  the  augmenta- 
tion of  Property  does  not  the  less  exist.  In  effect  not  only  does. 
Property  represent  a  quantity  always  indeterminate,  but  its  total 
Value  also  can  be  either  Positive  or  Negative.*  If,  then,  Pro- 
perty is  reduced  to  a  Negative  value,  the  diminution  of  minus  is, 
in  Law,  a  change  identical  with  the  increase  of  plus  for  a  Positive 
value."* 

"The  Release  of  a  Debt  always  constitutes  a  Gift  equal  to 
the  amount  of  the  Debt,  even  though  the  Debtor  is  insol- 
vent."* 

4.  This  vesting  of  the  Right  to  Demand  and  the  Duty  to  Pay 
in  the  same  person  was  called  Confusio  ^  in  Roman  Law. 

How  Confusio  extinguishes  a  Debt  has  given  rise  to  much 
subtle  speculation,  and  for  centuries  has  puzzled  Theologians  and 
Jurists;  for  the  Theologians  alleged  that  a  Right  once  created 
cannot  be  destroyed ;  and  the  Jurists  said  that  the  Right  being 
transferred  to  the  Debtor,  he  cannot  sue  himself,  and  therefore  the 
Debt  is  extinguished. 

This  explanation,  however,  is  not  satisfactory,  because  in  many 
cases  a  man  can  sue  himself.  A  man  may  fulfil  two  characters  or 
persons ;  and  in  one  character  he  may  sue  himself  in  another 
character.  And,  moreover,  this  would  only  shew  that  the  Right 
was  in  abeyance,  not  that  it  was  extinguished,  and  Jurists  have 
shewn  that  there  are  cases  in  which  the  Right  and  the  Duty  have 
afterwards   separated,    although  they  have  vested  in  the  same 

>  Explication  Bistorique  des  Institut.,  Liv.  lll,t  tit.  7,  §  543. 

*  TraiU  de  droit  Bomain,  Liv.  II.,  di.  3,  §  142.         *  Ibid.,  %  155. 

^  NegatiTe  Property  is  a  Negative  Right,  i.  e.,  a  Duty. 

«  Ibid.,  %  158.  •  Ibid,,  §  166. 

^  Digcit,  xlri.,  1,  71. 
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person.*    The  considerations,  however,  we  have  presented  will  give 
a  complete  solution  of  the  case. 

5.  The  Release  of  a  Debt  may  take  effect  in  two  ways :  either 
as  the  Creditor  agreeing  to  destroy  his  Right,  in  which  case  the 
Duty  is  destroyed  with  it,  or  else  as  the  Gift  or  Transfer  of  his 
Right  by  the  Creditor  to  the  Debtor.  The  practical  result,  of 
course,  is  the  same  either  way,  and  the  operations  may  be  thus 
exhibited. 

Of  course  Creating  and  Destroying  may  be  represented  by 
-f  and  — ,  being  inverse  operations.  Hence,  to  create  a  Debt  may 
be  denoted  by  +  (—  £50). 

Debts  are  always  created  by  an  exchange.  Let  us  suppose  that 
a  man  incurs  a  Debt  of  £50,  by  borrowing  £50.  As  it  is  a 
Mutuuni,  the  £50  become  his  Property,  but  at  the  very  same 
instant  is  created  the  Duty  to  pay  them;  consequently,  his  Property 
will  be  represented  thus,  £50  +  (—  <^50),  that  is,  £50  —  £50, 
t.  e.,  he  possesses  £50,  but  also  coupled  with  the  Duty  of  paying  it. 
Supposing  he  wastes  or  spends  the  £50,  with  no  return.  He  will 
then  be  in  Debt  £50,  or  his  Property  will  be  —  £50. 

Now,  if  to  create  a  Debt  be  denoted  by  +  ( —  £50),  then,  of 
course,  to  Destroy  or  Cancel  a  Debt  will  be  denoted  by  —  ( —  £50.) 

But  —  (—  £50)  =  +  £50. 

Which  shews  that  to  Cancel  a  Debt  is  exactly  the  same  thing  as 
to  make  a  Gift  of  so  much  money. 

Now,  suppose  the  Creditor  cancels  the  Debt  of  £50,  then  the 
Debtor's  Property  is  —  (—  £50)  or  +  £50.  That  is,  he  is 
£50  richer  than  he  was  before,  though  his  Property  is  now  =  0. 

Let  us  now  take  it  the  other  way.  The  Credit,  or  Right  of 
Action,  being  a  Chattel,  Goods,  or  a  Commodity,  may  be  the 
subject  of  a  Donation,  or  Gift,  exactly  like  any  other  Chattel,  or 
Goods,  or  Commodity.  The  Creditor  may  give  his  Right  of 
action,  +  £50,  to  the  Debtor  as  well  as  to  any  one  else.  Then 
the  Debtor's  Property  will  be  —  £50  +  £50. 

These  two  Quantities  cancel  each  other  exactly  like  +  a  and 
—  a  on  the  same  side  of  an  equation,  and  they  vanish  together. 
The  Right  is  not  in  abeyance,  it  is  absolutely  extinguished ; 

*   Ertkine's  InatituU  of  the  Law  of  Scotland,  Boob  III.,  Ht.  4,  %  27.  OrieUm^ 
Explic.  EiatT,  dee  InstU.  Uv,  iiL,  tU,  29,  i  1712. 
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and  the  +  £(K>  ceases  to  exist  as  an  Ecxxiomic  Qoantitj. 
Bat  it  most  be  carefollj  obserred  that  it  is  onlj  in  the  case  in 
which  the  person  has  the  Ri^t  to  demand  from  himsel/,  and 
the  Dntj  to  pay  to  himself,  thsi  the  contract  is  extingnished. 
Because  a  man's  Property  may  be  represented  by  —  £50  +  £50, 
and  therefore,  for  practioEd  purposes,  only  «»  0,  and  yet  these  two 
Quantities  will  not  extinguish  or  cancel  each  other. 

Suppose  a  person  owes  A  £50,  and  at  the  same  time  holds 
£50  of  B's  (a  banker)  notes.  In  such  a  case  his  Property  is 
£50  —  £50,  and  in  substance  it  is  »*  0 ;  but  in  this  case  the 
+  £50  and  the  —  £50  do  not  cancel  each  other,  and  the  +  £50 
is  not  extinguished  as  EconcMnic  Quantity.  For  he  may  pay  them 
away  in  conmieroe. 

ftippose  a  banker  A  holds  £100  of  another  banker  B's  notes ; 
and  B  holds  also  £100  of  A's  notes.  Then  the  Property  of  each 
banker  is  +  £100  —  £100 :  but  in  such  a  case  the  +  £100 
and  the  —  £100  do  not  cancel  each  other :  and  though  it  may 
be  said  that  the  Property  of  each  banker,  so  £eu*  as  these  notes  are 
concerned,  is  —  0,  yet  there  are  in  existence  £200  of  Economic 
Quantities. 

Hence  it  must  be  carefully  observed  that  it  is  only  when  the 
Right  and  the  Duty  emanate  from  the  same  source  and  are  again 
revested  in  the  same  source  from  which  they  emanated,  that  they 
are  extinguished  and  cancelled  as  Economic  Quantities. 

We  will  only  mention  another  case  here  in  which  the  Release 
of  a  Debt  is  equivalent  to  a  Payment  in  Money.  Suppose  a 
Bank  issues  notes  which  circulate  among  the  public.  Suppose  the 
Bank  proposes  to  increase  its  Capital,  and  invites  subscriptions. 
Then  if  the  holders  of  its  notes  wish  to  subscribe,  they  may  pay 
the  Bank's  own  notes  to  it  as  their  subscription.  That  is,  they 
Release  the  Bank  from  its  Debt  to  them  ;  and  this  is  increase  of 
Capital  to  the  Bank. 

Or  if  a  customer  of  the  Bank  wishes  to  subscribe,  he  simply 
gives  the  Bank  a  Cheque  on  his  account :  that  is,  he  Releases  the 
Bank  from  its  Debt  to  him :  and  that  is  increase  of  Capital  to 
the  Bank,  exactly  as  the  payment  of  so  much  money. 

So  it  is  said  ^ — "  Liberationis  verbum  eandem  vim  habet  quam 
solutionis." 

"  licleanG  has  the  same  effect  as  Payment,'' 

»  Digest,  1. 16,  47. 
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II, — By  Payment  in  Money. 

6.  The  preceding  oonsiderationa  will  easily  explain  how  a 
Debt  is  extinguished  by  a  Payment  in  Money ;  which  very  few 
persons  have  ever  thought  of. 

Suppose  a  person  possesses  £100,  but  owes  £50.  Then  his 
Property  will  be  represented  by  £100  —  £50. 

His  Creditor's  Right  to  demand  will  be  represented  by  +  £50. 

When  the  Creditor  demands  payment  of  the  Debt,  an  exchange 
takes  place.  The  Creditor  transfers  to  the  Debtor  his  Right  to 
demand  +  £50,  and  the  Debtor  gives  the  Creditor  £50  in  money. 

The  Debtor's  Property  then  is  £50  —  £50  +  £50,  or  £50  in 
money,  together  with  the  Right  to  demand  £50  from  himself,  and 
the  Duty  to  pay  £50  to  himself.  These  two  Quantities  cancel  and 
extinguish  each  other,  as  before ;  the  Right  to  demand  +  £50  is 
extinguished  as  an  Economic  Quantity,  and  the  Debtor's  Property 
is  now  £50. 

The  transaction  is,  therefore,  shewn  to  be  a  Sale,  or  an  Exchange. 

Thus,  as  the  Obligation  or  Contract  was  originally  created  by 
the  Loan,  or  Sale,  of  the  Mutuum,  it  is  annihilated  by  the  Sale  or 
Exchange,  called  Payment.  Hence,  the  Obligation  was  created  by 
one  Exchange,  and  is  annihilated  by  another. 

Ill, — By  Renewal,  or  Transfbb,  or  Novation. 

7.  The  term  Novation,  in  Roman  Law,  was  applied  to  sub- 
stituting a  new  Obligation  for  the  former  one.^  But  this  took 
place  in  two  ways — 

1.  When  the  Debtor  himself  gave  a  new  Obligation,  which  the 
Creditor  accepted  in  lieu  of  the  former  one,  which  was  thereby 
cancelled.     This  is  called  by  us  Renewal. 

2,  When  the  Debtor  transferred  to  his  Creditor  an  Obligation, 
or  Debt,  or  Credit,  which  was  due  to  him  from  some  one  else:  if  the 
Creditor  agreed  to  receive  this,  he  thereby  discharged  his  own 
Debtor  and  agreed  to  take  the  Debtor's  Debtor  as  his  Debtor,  and 
then  his  Debtor  was  discharged — unless  he  retained  his  Right 
against  him  as  a  surety. 

A  familiar  instance  of  this  is  where  a  person  pays  his  Creditor 
by  giving  him  a  banker's  notes.    If  the  Creditor  consents  to  receive 

1  Digeity  xlvi.,  2,  1,  1. 
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them,  his  Debtor  is  discharged,  and  the  banker  is  now  the  Debtor 
to  the  new  Creditor. 

Or  suppose  that  a  Debtor  and  his  Creditor  are  both  cnstomers 
of  the  same  bank.  The  Debtor  gives  his  Creditor  a  cheque  on  his 
account.  The  banker  transfers  the  Credit  from  one  account  to 
another.  That  is  a  Novation  The  banker  is  freed  from  his  Debt 
to  the  Transferor,  and  becomes  Debtor  to  the  Transferee,  and  the 
Transferor  is  fre^  from  his  Debt  to  the  Transferee. 

When  the  Debtor  expressly  consented  to  the  transfer  of  the 
Debt,  it  was  called  a  Delegatio,  and  the  Debtor  was  said  to  be 
Delegatus. 

This  Novatio  was  also  called  Transfusio. 

The  Novatio  was  the  same  thing  as  Payment  in  Money. 

**  Yerbum  exactss  pecunisQ  non  solum  ad  solutionem  referendum 
est,  sed  etiam  ad  Delegationem."  ^ 

^*Ths  term  Payment  includea  not  only  Payment  in  Money,  but 
also  the  Transfer  of  a  Gredit^^ 

This  kind  of  Novation  is  also  termed  an  "  Exchange  "  in  com- 
merce when  effected  by  persons  living  in  different  places.  A 
person  living  in  one  country,  may  be  Debtor  to  one  person  living 
in  that  country,  and  also  Creditor  to  another  person  living  in  the 
same  place.  If  these  Debts  were  to  be  settled  by  Payments  in 
money,  it  is  evident  that  it  would  require  two  transmissions,  at 
considerable  expense.  The  matter  may  evidently  be  settled  by  the 
person  li\ing  in  one  place  giving  his  Creditor  a  Bill,  or  Order, 
upon  his  Debtor  living  in  the  same  place.  It  is  exactly  the  same 
thing  in  principle  as  a  person  paying  a  Debt  by  giving  his 
Creditor  a  cheque  on  his  banker.  The  mass  of  reciprcxjal  transact- 
ions of  this  nature  which  take  place  between  different  countries 
is  called  the  Foreign  Exchanges,  a  subject  we  shall  have  to 
investigate  fully  in  a  future  chapter. 

IV. — By  Set  Off,  or  Compensation. 

8.  If  two  persons  are  mutually  indebted,  each  may  claim  that 
the  Debt  he  has  against  the  other  shall  be  taken  in  payment  of 
the  Debt  he  has  to  pay.  If  the  mutual  Debts  are  equal,  each  is 
payment  of  the  other,  and  the  parties  are  released  by  Set  Off,  or 

»  QaivMi  Institut.,  ii.,  28,  39.    Irutitut.  Justin.,  iii.,  29,  3.     Digett,  xlvL,  2. 
Cod.,  Tiu.,  42.  »  Digest,  1.  16,  187. 
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Compensation.^  If  one  Debt  is  greater  than  the  other,  a  payment 
in  money  of  the  balance  only  is  necessary. 

We  will  now  give  a  few  "examples  of  the  operation  of  GompensOf' 
turn  in  the  modern  system  of  Credit. 

Suppose  that  two  bankers  issue  Notes,  and  each  banker  gets 
possession  of  an  equal  quantity  of  the  other's  Notes.  Then,  of 
course,  each  has  a  Right  of  Action,  +  £100,  say,  against  the 
other  on  the  other's  notes,  and  each  has  a  Duty  to  pay,  —  £100 
his  own  notes.  While  the  notes  of  each;  are  in  the  hands  of  the 
other,  there  are,  of  course,  £200  of  Rights  of  Action,  or  Credit,  or 
Debts,  or  Economic  Quantities  in  existence.  But  when  they  meet 
to  adjust  the  payment,  each  transfers  to  the  other  the  Right  of 
action  he  has  against  him,  in  satisfaction  and  payment  of  the  Debt 
due  from  himself.  By  this  means  each  has  the  Right  of  action 
against  himself  and  the  Duty  to  pay  himself.  And  thus,  as  we 
have  seen  already,  both  Contracts,  or  Obligations,  are  extinguished, 
and  the  £200  cease  to  exist  as  Economic  Quantities. 

So,  as  another  example,  we  may  take  the  case  of  a  banker  dis- 
counting a  merchant's  Acceptance,  and  issuing  Notes.  Suppose 
that  at  the  time  of  the  merchant's  Acceptance  falling  due,  he  has 
got  in  his  possession  an  equal  amount  of  the  banker's  Notes.  When 
the  banker  demands  payment  of  the  merchant's  Acceptance,  the 
merchant  tenders  him  an  equal  amount  of  his  own  Notes.  Each, 
then,  has  now  got  the  Right  of  action  and  the  Duty  to  pay  him- 
self, vested  in  himself ;  and,  consequently,  the  two  Contracts,  or 
Obligations,  are  annihilated. 

Or  suppose  that  two  merchants  have  given  Acceptances  to  an 
equal  amount  and  payable  on  the  same  day,  and  that  each  Accept- 
ance falls  into  the  hands  of  the  other.  Then  on  the  day  of 
payment,  each  tenders  to  the  other  his  own  Acceptance  in  payment 
of  the  Debt  due  from  himself.  Each  has  then  the  Right  to 
demand  from  himself  and  the  Duty  to  pay  himself,  vested  in 
himself;  these  two  Quantities  cancel  each  other  as  before,  and 
the  two  Contracts,  or  Obligations,  are  extinguished. 

Or  suppose  that  a  banker  discounts  the  Acceptance  of  one  of 
his  customers  ;  on  the  day  it  falls  due  he  simply  writes  oflF  from 
his  customer's  account  the  amount  of  his  Acceptance.  Thus  these 
two  Debts  mutually  cancel  each  other,  as  before. 

The  earliest  instance  of  which  we  are  aware  of  the  Theory  of 

>  Oaiutj  It.,  61.    InstUut.  Jutt.,  ir.,  tit.  6,  %  89.    Diifut,  zir.,  2. 
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Compensation  being  carried  out  on  a  great  scale  is  mentioned  by 
Boisgailleberty  the  morning  star  of  modern  Economic  science. 
Pointing  ont  the  tme  nature  and  nse  of  money/  he  shews  how 
Credit  supplies  its  place,  and  describes  the  fairs  at  Lyons,  where 
the  merchants  used  to  balance  their  Debts.  The  French  merchantSy 
instead  of  making  their  bills  payable  every  three  months  or  so,  by 
which  they  would  have  had  to  keep  a  large  stock  of  bullion  un- 
employed ready  to  meet  them,  made  them  payable  only  at  the  fair 
of  Lyons.  The  bills  circulated  throughout  the  country,  and  got 
perhaps  covered  with  indorsements.  At  a  certain  period  during 
the  fair  the  merchants  met  for  a  general  settlement  of  accounts ; 
and  Boisguillebert  says  that  by  this  means  transactions  to  the 
amount  of  80  millions  were  settled  by  simple  compensation,  without 
requiring  a  sou  in  money. 

Such  were  the  various  methods  by  which  obligations  were  ex- 
tinguished, which  were  devised  by  the  great  Koman  Jurists  and 
are  generally  supposed  to  have  originated  with  them.  But  a 
learned  Frenchman,  who  has  spent  many  years  in  India,  M.  Louis 
Jacolliot,  aflSrms  that  the  principles  of  Novation,  Renewal^ 
CompensaHon,  and  Confusion  were  recognised  and  admitted  in 
Hindoo  Law  from  time  immemorial.* 

Thus  we  see  what  a  prodigious  extension  of  the  system  of  Credit, 
the  means  of  extinguishing  Credit  by  other  methods  than  pajrment 
in  money  gives.  And  having  explained  how  Credit  is  created, 
exchanged,  or  sold,  and  extinguished,  we  shall  now  in  the  two 
following  chapters  exhibit  the  mechanism  of  the  great  System 
of  Credit. 

9.  The  system  of  Credit  is  divided  into  two  great  branches, 
Commercial  Credit  and  Banking  Credit.  In  the  first  merchants 
buy  commodities  by  means  of  Credit,  payable  at  a  certain  time 
after  date.  The  second  is  where  bankers  buy  these  commercial 
Debts,  or  Credits,  by  creating  Credits  of  their  owti,  payable  on 
demand.  Commercial  Credit  is  always  created  terminable  at  a 
fixed  time,  and  is  always  intended  to  be  extinguished  at  that 
time.  Banking  Credit  is  usually  created  payable  on  demand,  and 
must  be  capable  of  being  paid,  if  demanded.  But  it  is  not 
inteyided  to  be  extinguished ;  on  the  contrary,  it  is  created  with 
the  hope  and  the  expectation  that  it  will  not  be  extinguished,  but 

*  Factuni  dt  la  France^  ch.i.  '  I^  Bible  dans  VIndc,  p,  44. 
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that  it  will  continne  in  existence  and  do  duty  as  money.  There  is 
no  necessity  that  it  ever  should  be  extinguished.  It  may  be 
transferred  from  one  account  to  another  in  the  same  bank,  and 
from  one  bank  to  another  to  the  end  of  time.  It  is  perfectly 
possible  that  much  of  the  Banking  Credit  which  exists  at  the 
present  day,  may  have  been  originally  created  by  the  very  first 
banks  fonnded  in  this  country,  and  there  is  no  necessary  reason 
why  it  should  not  continue  to  the  end  of  time.  Money  is  a  very 
expensive  machine  to  purchase  and  to  keep  up;  but  Banking 
Credits  cost  nothing  to  create,  and  they  may  be  absolutely 
indestructible. 

These  two  departments  of  Credit  are  perfectly  distinct,  are 
govemed  by  different  principles,  and  are  in  some  respects  anta- 
gonistic to  each  other.  The  same  persons  should  never  carry  on 
both;  that  is — ^great  bankers  should  not  be  merchants,  and  great 
merchants  should  not  be  bankers ;  for  the  duty  of  a  banker  is 
frequently  contrary  to  the  interest  of  a  merchant.  By  a  curious 
custom  professional  bankers  are  excluded  frx)m  the  directorate  of 
the  Bank  of  England,  which  is  entirely  composed  of  merchants, 
and  in  former  times  the  directors,  who,  of  course,  sympathised 
with  the  mercantile  community  from  whom  they  were  elected, 
often  pursued  a  very  mistaken  policy  as  bankers,  which  produced 
many  calamities. 


CHAPTER  V. 


ON  COMMERCIAL  CREDIT. 

On  Credit  based  upon  Simultaiseous  Transfers  of  Com^ 
MODiTiES — Credit  created  for  the  purpose  op  forming 
A  New  Product. 

On  the  System  of  Credit  hosed  upon  Smultanemis 
Transfers  of  Commodities, 

1.  Goods  or  commodities^  in  the  ordinary  coarse  of  business, 
pass  through  the  following  hands : — Ist,  the  foreign  importer;  2ndly, 
the  wholesale  dealer  ;  8rdly,  the  retail  dealer  ;  4thly,  the  customer 
or  consumer.  To  the  first  three  of  these  persons  these  goods  are 
Capital ;  because  they  import,  manufacture,  or  buy  them,  for  the 
sake  of  selling  them  with  a  profit ;  the  fourth  buys  them  for  the 
sake  of  use,  or  enjoyment.  The  price  the  ultimate  consumer  must 
pay  for  them,  must  evidently  be  sufficient  to  reimburse  the  original 
expense  of  production,  together  with  the  profits  of  the  three 
succeeding  operations. 

Now,  leaving  out  of  the  question  at  present,  how  the  importer  of 
the  goods  gains  possession  of  them,  which  concerns  the  foreign 
trade  of  the  country,  which  we  do  not  touch  upon  here, — if  he  sells 
the  goods  to  the  wholesale  dealer  for  ready  money,  he  can,  of 
course,  immediately  import,  or  produce  a  further  supply  of  goods 
in  the  room  of  those  he  has  disposed  of.  In  a  similar  way  the 
wholesale  dealer  sells  to  the  retail  dealer,  and  if  he  were  paid  in 
ready  money,  he  might  immediately  effect  further  purchases  from 
the  merchant  to  supply  the  place  of  the  goods  he  had  sold.  So  also 
if  the  retail  dealer  were  always  paid  in  ready  money  by  his 
customer,  he  might  replace  the  part  of  his  stock  that  was  sold :  and 
so  if  everybody  had  always  ready  money  at  command,  the  stream 
of  circulation,  or  production,  might  go  on  uninterruptedly,  as  fast 
as  Consumption,  or  Demand,  might  allow. 

This,  however,  is  not  the  case.  Few,  or  no  persons  have  always 
ready  money  at  command  for  what  they  require.    Very  few  traders 
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can  commence  with  enough '  ready  money  to  pay  for  all  their 
purchases  ;  and  if  the  stream  of  drcnlation,  or  production,  were 
to  stop  until  the  consumer  had  paid  for  the  goods  in  money,  it 
would  be  vastly  diminiBhed. 

Now,  let  us  suppose  that  the  merchant,  having  confidence  in  the 
character  of  the  wholesale  dealer,  agrees  to  sell  the  goods  to  him, 
but  not  to  demand  money  for  them  till  a  certain  period  afterwards. 
He  accordingly  parts  with  the  property  of  the  goods  to  the  whole- 
sale dealer,  exactly  as  if  he  had  been  paid  in  money,  and  receives 
in  return  the  Right  to  demand  payment  some  time  after  date. 
Now  the  very  same  circulation  of  goods  has  taken  place  as  would 
have  been  caused  by  Money.  The  only  difference  is,  that  the 
actual  payment  is  postponed,  and  for  this  the  merchant  charges  a 
certain  price.  This  Debt  may  be  recorded  in  two  ways :  it  may 
either  be  simply  recorded  in  the  merchant's  books,  or  else  in  a  Bill 
of  Exchange.  But  it  is  quite  clear  that  the  Property  is  absolutely, 
the  same  in  whichever  form  it  is,  though  one  form  may  have  more 
conveniences  than  the  other. 

In  a  similar  manner,  the  wholesale  dealer  may  sell  for  Credit  to 
the  retail  dealer,  and  this  Debt  may  be  recorded  in  two  forms,  like 
the  first,  either  as  a  Book-debt  or  in  a  Bill  of  Exchange.  As  in 
the  former  case,  the  same  Circulation,  or  Production,  has  been 
caused  by  Credit,  as  by  Money.  Lastly,  the  retail  dealer,  may  sell 
to  his  customer  on  Credit,  and  this  Debt  may  also  be  recorded  in 
two  forms,  either  a  Book-debt  or  in  a  Bill  of  Exchange.  In  this 
latter  case  the  Debt  is  very  seldom  embodied  in  a  Bill  of  Exchange, 
it  most  frequently  rests  as  a  Book-debt.  But  in  this  case,  as  well 
as  in  the  former  ones.  Credit  has  had  precisely  the  same  effect  as 
Money  in  circulating  goods.  Hence  we  see  that  Credit  has  had 
precisely  the  same  effect  as  Money  in  circulating  the  goods  from 
the  merchant  to  the  consumer.  Moreover,  we  see  that  the  passage 
of  the  goods  through  these  various  hands  has  generated  a  Debt  at 
each  transfer.  Supposing  the  merchant  sold  the  goods  for  a  Debt 
of  £100  to  the  wholesale  dealer,  the  wholesale  dealer  would 
probably  sell  them  for  a  Debt  of  £140  to  the  retail  dealer,  and 
the  retail  dealer  would  sell  them  to  different  customers  for  Debts 
not  less  probably  in  the  whole  than  £200.  Hence  we  see  that  the 
successive  transfers  of  the  same  goods  have  generated  debts  to  the 
amount  of  £440  :  thereby  exemphfying  the  distinction  we  have 
already  pointed  out  between  Credit  and  Bills  of  Lading  ;  because^ 
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if  the  goods  had  passed  through  twenty  hands,  the  same  Bil!  of 
Lading  would  always  have  accompanied  them. 

2.  Now  the  Debt  for  which  the  merchant  sold  the  goods  to  the 
wholesale  dealer  is  no  doubt  valuable  Property  to  him,  because  he 
knows  it  will  be  paid  in  time.  It  may,  moreover,  be  exchanged 
for  anything  else,  like  any  other  property,  if  any  one  will  take  it. 
But  it  is  of  no  immediate  use  for  what  the  merchant  or  manu- 
facturer probably  wants  at  the  time,  namely,  money  to  buy  more 
goods,  or  to  pay  wages,  &c.  Moreover,  though  he  may  be  quite 
satisfied  as  to  the  safety  of  the  debt,  from  his  knowledge  of  his 
customer,  it  does  not  follow  that  others  who  don't  know  him  will. 
Consequently  such  a  Debt  would  not  be  well  adapted  for  general  , 
circulation,  and  therefore  it  would  be  of  no  use  towards  ftirther 
Production.  In  a  similar  way  the  Debt  for  which  the  wholesale 
dealer  sold  the  goods  to  the  retail  dealer,  would  not  be  well  adapted 
for  general  circulation,  and  therefore  could  not  conduce  fturther  to 
Production.  The  Debts  due  by  customers  to  retail  dealers,  seldom 
do  conduce  to  further  production,  because  they  are  most  frequently 
merely  in  the  form  of  book-debts. 

Now,  the  merchant  would  probably  sell  to  a  great  number  of 
wholesale  dealers  whose  Debts  would  fall  due  at  different  times,  and 
therefore  a  certain  stream  of  money  would  always  be  coming  in  to 
enable  him  to  continue  Production.  Similarly  the  wholesale  dealer 
would  sell  to  a  great  variety  of  retail  dealera,  whose  debts  would 
fall  due  at  different  periods,  and  so  a  certain  stream  of  money 
would  always  be  coming  in  to  enable  him  to  continue  Production. 
Similarly,  the  retail  dealer  sells  to  a  great  variety  of  customers,  a 
great  many  of  whom  pay  him  ready  money  at  the  time  of  the 
purchase,  as  casual  buyers,  and  his  customers,  too,  pay  him  money, 
by  which  he  can  continue  to  make  purchases  and  keep  up  the 
stream  of  Production.  And  therefore,  this  would  greatly  facilitate 
Circulation,  or  Production. 

Credit,  so  far  even  as  this,  would  be  of  great  assistance  to 
Production,  and  the  vast  amount  of  it  generated  in  this  manner 
would  be  valuable  Property  to  its  owners.  But  it  is  manifest  that 
it  would  be  of  no  further  immediate  use  to  them.  It  might  there- 
fore be  aptly  compared  to  so  much  dead  stock.  The  next  grand 
improvement  would  be  to  make  this  dead  stock  negotiable,  or 
exchangeable.    The  next  great  step  is  to  make  the  Debts  them- 
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selves  saleable  commodities  ;  to  sell  them  either  for  ready  money, 
or  for  other  Debts  of  more  convenient  amount,  and  immediately 
exchangeable  for  money  on  demand,  and  therefore  equivalent  to 
money. 

8.  There  are  two  classes  of  traders  whose  especial  business  is 
to  buy  these  commercial  Debts,  and  so  to  give  activity  and  circu- 
lation to  this  enormous  mass  of  valuable  property,  and  to  convert 
it  from  dead  stock  into  further  Productive  power.  The  first  class 
of  these  traders  are  called  Bill  Discounters,  i,  e.,  buyers  of 
debts ;  they  buy  these  Debts  with  money.  The  second  class  are 
called  Bankers  ;  and  they  buy  these  commercial  Debts,  by 
creating  other  Debts  payable  on  demand. 

Banks,  then,  as  far  as  regards  our  present  subject,  are  shops 
opened  for  the  purpose  of  buying  these  commercial  Debts.  The 
merchant  draws  a  bill  upon  the  wholesale  dealer,  who  accepts  it, 
and  thus  becomes  the  principal  debtor  on  the  bill.  The  merchant 
then  takes  the  bill  for  sale,  or  discount,  as  it  is  technically  termed, 
to  his  banker.  It  is  usual  to  make  bills  payable  to  the  drawer,  or 
his  order,  which  is  signified  by  writing  his  name  on  the  back  of 
the  bill.  The  merchant,  therefore,  writes  his  name  on  the  back  of 
the  bill,  and  sells  it  to  the  banker,  and  this  operation  is  termed 
Indorsing  the  bill.  But  the  indorsement  has  another  effect 
besides  merely  assigning  over  the  debt  to  the  banker,  for,  unless 
specially  guarded  against,  it  makes  him  a  surety  for  the  payment 
of  the  bill,  in  case  the  acceptor  does  not  pay  it.  The  effect,  there- 
fore, of  the  indorsement,  is  a  Sale  of  the  Debt,  and  a  warranty  of 
its  soundness.  But  this  warranty  is  not  an  absolute  one,  but  only 
a  limited  one,  as  has  been  explained  above.  The  banker,  there- 
fore, buys  this  Debt  with  a  limited  warranty  of  soundness,  by 
creating  another  Credit,  by  writing  down  the  amount  to  the  credit 
of  his  account,  which  Credit  is  called  a  Deposit,  at  the  same  time 
charging  him  with  the  discount,  and  gives  the  merchant  power  to 
draw  upon  him  at  pleasure,  and  at  demand.  Thus  we  see  that  the 
Banker  has  bought  one  Debt,  which  is  valuable  Property,  by 
creating  another  Debt,  which  is  also  valuable  Property,  and  is 
equivalent  to  ready  money  to  the  merchant.  And  we  must 
particularly  observe  that  this  is  not  a  cancelment  of  Debts,  as 
many  suppose,  but  an  exchange  of  valuable  Property, 
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4.  The  merchant  has,  however,  a  great  many  other  similar 
Debts,  because  he  has  sold  to  a  great  money  wholesale  dealers,  and 
he  will  probably  want  to  sell  these  in  a  similar  way  to  his  banker. 
The  merchant  will,  therefore,  indorse  each  of  them  over  to  his 
banker,  thereby  making  each  of  the  acceptors  the  principal  debtor 
to  the  banker,  but  at  the  same  time  becoming  himself  responsible 
if  any  of  them  fail  to  pay  his  debt.  If,  therefore,  the  banker 
discounts  the  bills  of  20  acceptors,  he  will  have  20  principal 
debtors,  who  are  each  of  them  bound,  under  the  penalty  of  commer- 
cial ruin,  to  pay  their  debts  when  they  are  due.  The  merchant, 
however,  is  surety  for  each  of  them,  and  as  it  may  happen  that  out 
of  so  many,  some  may  make  default,  the  banker  usually  stipulates 
that  the  merchant  shall  leave  a  certain  amount  of  Deposit  on  his 
account  by  way  of  additional  security.  If  any  acceptor  then  makes 
default,  the  banker  immediately  debits  the  account  of  his  customer 
with  the  amount,  and  gives  him  back  the  bill.  Thus,  to  a  certain 
extent,  the  banker  always  keeps  the  means  of  paying  himself  in 
his  own  hands>  besides  having  his  customer's  name  on  the  bill, 
which  makes  his  whole  estate  liable ;  and,  even  should  his  customer 
fail,  he  retains  the  right  to  have  his  Debt  paid  out  of  the  estates 
of  both  the  principal  and  surety. 

The  wholesale  dealer  has  given  his  acceptance  for  the  goods, 
and  he  sells  them  to  the  retail  dealer,  and  takes  his  acceptance  for 
them.  In  a  similar  manner  he  wishes  to  sell  this  Debt  to  his 
banker,  and  so  convert  it  into  Productive  Capital.  A  simUar 
transaction  takes  place  as  in  the  former  case.  The  wholesale 
dealer  sells  the  Debt  of  the  retail  dealer,  and  becomes  himself 
surety  for  its  payment  to  his  banker.  The  banker  also  buys  this 
Debt  by  creating  another  Debt  payable  on  demand,  which  is 
equivalent  to  ready  money. 

The  retail  dealer  may  also  draw  upon  his  customers,  though  this 
is  comparatively  rare,  because  customers  are  generally  beyond  the 
pale  of  commercial  law. 

'By  these  means  we  see  that  the  dead  stock  of  commercial  Debts 
is  converted  into  Productive  Capital.  The  merchant  and  the 
wholesale  dealer,  have  now  the  fall  command  of  ready  money  for 
any  purposes  they  require,  and,  can  continue  the  stream  of  produc- 
tion without  interruption,  and  as  their  bills  fall  due,  all  they  have 
to  do  is  to  give  an  order  on  their  banker. 
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5.  These  are  the  fewest  nnmber  of  hands  that  goods  in  the 
ordinary  course  of  business  pass  through,  and  it  is  clear  that,  in 
their  passage  from  the  manufacturer  to  the  customer,  they  will 
give  rise  to  at  least  two  bills,  and  sometimes  three.  They  are  all 
regular  business  bills,  they  originate  from  real  transactions,  and 
they  are  what  are  called  Real,  or  Value  bills,  and  they  are  what 
arise  out  of  the  regular  and  legitimate  course  of  business,  and  are 
the  great  staple  of  what  bankers  purchase.  It  is  a  very  prevalent 
belief  among  commercial  men,  that  business  bills  are  essentially 
safe,  because  they  are  based  upon  real  transactions,  and  always 
represent  property.  But  the  foregoing  considerations  ^will  dispel 
at  once  a  considerable  amount  of  the  security  supposed  to  reside 
in  commercial  bills  on  that  account,  because  we  have  seen  that  in 
the  most  legitimate  course  of  business,  there  will  generally  be  two 
bills  afloat,  originating  out  of  the  transfers  of  any  given  amount 
of  property,  so  that  in  the  ordinary  way  there  will  be  at  least 
twice  as  many  bills  afloat  as  there  is  property  to  which  they  refer. 

6.  We  must  refer  to  the  next  chapter,  for  an  'exposition  of  the 
mechanism  of  banking,  shewing  how  the  creation  and  exchange  of 
Debts  is  made  in  modem  commerce  to  perform  the  part  of  money. 
We  will  only  observe  here,  that  the  manufacturer,  the  wholesale 
dealer,  and  the  retail  dealer,  may  all  be  customers  of  the  same 
bank,  and  if  they  all  have  their  bills  discounted  by  it,  it  will 
purchase  a  whole  series  of  debts  arising  out  of  the  transfers  of  the 
same  property. 

The  above  operations  are  only  what  arise  in  the  ordinary  course 
of  business  ;  it  may  sometimes  happen  that  property  may  change 
hands  much  more  frequently,  and  at  every  transfer  a  bill  may  be 
created.  Hence,  when  the  credits  are  very  long,  and  the  transfers 
numerous,  it  is  easy  to  imagine  any  number  of  bills  being  created 
by  repeated  transfers  of  the  same  property.  In  times  of  specula- 
tion, this  is  particularly  the  case.  Now  all  these  bills  are  technically 
Commercial,  or  Real  bills,  but  it  is  evidently  a  delusion  to  suppose 
there  is  any  security  in  them  on  that  account.  The  fact  is,  that 
the  whole  misconception  arises  from  an  error  in  the  meaning  of 
the  word  "  represent."  A  Bill  of  Lading  does,  as  we  have  said 
above,  represent  Property,  and  whoever  has  the  Bill  of  Lading, 
actually  has  so  much  Property.  But  a  Bill  of  Exchange  does  not 
represent  goods  at  all.    It  represents  nothing  but  DeU,  not  even 
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any  specific  money.  It  is  created  as  a  substitute  for  Money,  to 
transfer  Property,  but  it  does  not  represent  it  any  more  than 
Honey  represents  it.  This  was  long  ago  pointed  out  by  Mr. 
Thornton,  in  his  Essay  on  Paper  Credit : — "  In  order  to  justify  the 
supposition  that  a  real  bill,  as  it  is  called,  represents  actual  pro- 
perty, there  ought  to  be  some  power  in  the  bill-holder  to  prevent 
the  property  which  the  bill  represents  from  being  turned  to  oth^ 
purposes  than  that  of  paying  the  bill  in  question.  No  such 
power  exists  ;  neither  the  man  who  holds  the  bill,  nor  the  man 
who  discounted  it,  has  any  property  in  the  specific  goods  for  which 
it  was  given."  This  is  perfectly  manifest.  It  is  both  contrary 
to  the  law  and  the  nature  of  Bills  that  they  should  be  tied  down 
to  any  specific  goods.  And  it  shews  that  the  real  security  of  the 
bill  consists  in  the  general  ability  of  the  parties  to  it  to  meet 
their  engagements,  and  not  in  any  specific  goods  it  is  supposed  to 
represent,  the  value  of  which  is  vague  or  illusory,  and  impossible 
to  be  ascertained  by  any  one  who  holds  or  discounts  it. 

7.    The  distinction  between  Bills  of  Lading  and  Bills  of  Ex- 
change is  of  so  subtle  a  nature,  but  is  o(  such  momentous 
consequence,  that  we  may  illustrate  it  still  farther.     The  pre- 
ceding sections  shew  that  any  given  amount  of  property  may, 
by  repeated  transfers,  give  rise  to  any  amount  of  bills,  which  are 
all  hand  fide,  just  for  the  same  reason  that  every  transfer  would 
require  a  quantity  of  Money  equal  to  the  Property  itself  to 
transfer  it.    Then,  even  supposing  the  price  remained  the  same 
at  each  transfer,  it  would  require  twenty  times  £20  to  circulate 
property  to  the  value  of  £20  twenty  times.    But  also  £20  by 
twenty  transfers  may  circulate  property  to  the  value  of  twenty 
times  £20.    So  also  a  Bill  of  Exchange  may  represent  the  trans- 
fers of  many  times  the  amount  of  property  expressed  on  the  face 
of  it.    This  is  the  case  whenever  a  bill  is  indorsed,  or  passed  away 
for  value ;    and  the  bill  represents  as  many  additional  values 
expressed  on  the  face  of  it  as  there  are  indorsements.    Thus,  let 
us  suppose  a  real  transaction  between  A  and  B.   A  draws  upon  B. 
That  shews  the  bill  has  effected  am  transfer  of  property.     A  then 
buys  something  from  C.    It  is  clear  that  C  might  draw  upon  A, 
in  a  similar  way  that  A  drew  upon  B.     But  instead  of  that,  A 
may  transfer  the  Bill  on  B,  by  indorsement.    It  has  now  effected 
two  transfers  of  property.     In  a  similar  way,  C  may  buy  from  D, 


BILLS  OF  EXCHANGE  AND  BILLS  OF  LADING.      231 

and  in  payment  of  the  property  may  indorse  over  the  bill  to  D. 
The  bill  then  represents  three  transfers  of  property.  In  a  similar 
way  it  may  pass  through  an  unlimited  number  of  hands,  and 
will  denote  as  many  transfers  of  property.  When  C  indorsed 
over  the  bill  to  D,  he  merely  sold  to  him  the  debt  which  A  had 
previously  sold  to  him.  Now  that  might  be  done,  either  by 
drawing  a  fresh  bill  on  B,  cancelling  the  first,  or  simply  indors- 
ing over  the  bill  he  received  from  A.  Hence  we  see  that  every 
indorsement  is  equivalent  to  a  fr'esh  drawing.  But  if  he  draws 
a  fresh  bill  on  B,  it  will  represent  nothing  but  B's  debt  to  him ; 
whereas,  if  he  indorses  over  the  bill  he  received,  it  will  represent 
B's  debt  to  A,  A's  debt  to  G,  and  G's  debt  to  D,  and,  con- 
sequently, it  will  be  much  more  desirable  for  D  to  receive  a  bill 
which  represents  the  sum  of  so  many  previous  transactions,  and 
for  the  payment  of  which  so  many  parties  are  bound  to  the 
whole  extent  of  their  estates.  Some  fifty  years  ago,  almost  the 
entire  circulating  medium  of  Lancashire  consisted  of  Bills  of 
Exchange,  and  they  sometimes  had  as  many  as  150  indorsments 
upon  them  before  they  came  to  maturity.  From  this  also  we 
see  that  no  true  estimate  can  be  formed  of  the  effect  of  the  bills 
of  exchange  in  circulation,  by  the  returns  from  the  Stamp  Office, 
as  has  sometimes  been  attempted  to  be  done,  as  every  fresh  in- 
dorsement is  in  effect  a  new  bill.  So  that  the  usefiQ  effect  of  a 
Bill  of  Exchange  is  indicated  by  the  number  of  indorsements 
upon  it,  supposing  that  every  transfer  is  accompanied  by  an  in- 
dorsement, which  is  not  always  the  case.  We  see  here  the 
fundamental  difference  between  Bills  of  Lading  and  Bills  of 
Exchange,  because  the  indorsements  on  the  former  denote  the 
number  of  transfers  of  the  same  property ;  the  indorsements  on 
the  latter  denote  the  number  of  transfers  of  different  property. 
Ten  indorsements  on  a  Bill  of  Lading  shew  that  the  same  pro- 
perty has  been  transferred  ten  times,  but  ten  indorsements  on  a 
Bill  of  Exchange  shew  that  eleven  times  the  amount  of  property 
has  been  transferred  once. 

8.  We  have  shewn  that  the  prices  of  all  commodities  are 
universally  governed  by  the  Law  of  Supply  and  Demand  at  all 
times.  If  the  supply  be  excessive,  nothing  can  prevent  the 
price  from  falling  to  any  state  of  depression,  until  it  becomes 
absolutely  unsaleable.     The  commodity,  therefore,  will  not  pay 
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the  cost  of  its  pfodncdon,  and  miksB  those  amcerned  in  prodnc- 
ing  it  hare  independent  coital  to  enable  them  to  hold  on  until 
the  exoesBrre  snpplj  is  taken  off,  and  save  th^n  firom  selling  when 
the  price  is  minoosly  depreased,  or  to  stand  the  losseSy  they  will 
aU&iL 

Almost  an  men  in  commerce  aie  nnder  obligations;  that  is 
thej  accept  Bills  of  Exchange  which  mnst  be  paid  at  a  fixed  time, 
nnder  the  penalty  of  oonmierdal  rain.  To  meet  these  obligations 
doe  by  them,  they  have  property  of  two  sorts — Debts  or  Obliga- 
tioDS,  dne  to  them  ;  and,  secondly,  Commoditiea.  To  meet  their 
own  obligations,  they  most  sell  one  or  other  of  these  kinds  of 
Pn^rty.  They  most  either  sell  their  Debts  to  their  bankers,  or 
they  most  sell  their  Commodities  in  the  market.  While  Credit 
is  good — that  is,  while  bankers  bay  Debts  freely — they  can  retain 
their  C<Mnmodities  firom  the  markets,  and  watch  their  own  oppor- 
tonity  of  selling  at  a  favoorable  moment.  As  their  own  obliga- 
tions fiiJl  dne,  they  sell  to  their  bankers  some  of  the  Debts  due  to 
thenL  Thns,  if  Credit  was  always  good,  they  might  go  on 
for  ever  withont  the  necessitT  of  ever  having  a  single  piece  of 
money  paid  into  their  acconnt,  en*  having  any  money  at  all  beyond 
what  is  neeessarv  for  their  petty  dailv  transactions.  Bat  if 
Credit   iweives  a  check,  and  the  banker  refuses  to  buy  their 

m 

Debts,  thev  must  still  meet  their  own  oblisrations,  imder  penalty 
of  ruin.  Thev  are  consequently  obliged  to  throw  their  Commo- 
dities on  the  market,  and  sell  them  at  all  hazards ;  the  supply  of 
them  becomes  excessive,  and  inevitiibly  depresses  the  price. 
Traders  who  have  Capital  enough  of  their  own  to  meet  their 
engagements  without  discounting,  are  able  to  keep  their  Com- 
modities back  from  the  market,  until,  the  extra  supply  being 
exhausted,  prices  rise  again,  from  the  natural  operation  of  the 
demand.  Bankers,  we  have  shewn,  always  buy  the  Debts  of 
traders  by  creating  Delfts  of  their  own,  which  ar^  called  their 
"Issues,"  and  when  Uinkers  refuse  to  pay  the  Debts  of  traders, 
they  are  said  to  "contract  dieir  issues.''  Consequently,  a  con- 
traction of  Issues,  or  of  discoimts,  is  irenerallv  followed  bv  a  fall 
in  prices.  And  this  l\ill  in  prices  hapj^ning  coinciden tally  with 
a  contraction  of  Issues,  is  frequently  supjxised  to  be  caused 
directly  by  the  diminished  amount  of  Currency  comjxired  to 
Commodities,  which  is  to  a  grvat  extent  erroneous,  because  it  is 
in  reality  caused  by  the  extra  quantity  of  Commodities,  which 
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a   refbfial  to    discoimt  Debts   causes  to  be  thrown  upon  the 
market 

9.    We  see,  then,  how  utterly  impossible  it  is  to  ascertain  the 
precise  effect  of  the  contraction  of  Issues  of  banks  upon  prices, 
because  the  change  is  principally  produced  by  the  quantity  of 
pioducejwhichjtraders  are  compelled  to  sell  to  meet  their  en- 
gagements, when  the  negotiability  of   their    Debts  receives  a 
check,  and,  of  course,  similar  circumstances  not  only  compel 
traders  to  sell,  but  prevent  others  firom  buying.    Consequently, 
the  supply  is  greatly  increased,  and  the  demand  greatly  dimi- 
nished.   If,  however,  the  holders  of  one  conmiodity  are  possessed 
of  much  independent  capital,  and  are  not  compelled  to  realise  to 
meet  their  engagements,  a  contraction  of  issues  would  not  affect 
them  much.    On  the  other  hand,  if   the  holders  of  another 
commodity  w&re   in    general    men   who    depended   chiefly  on 
credit,   and    were   compelled    to    sell  at  a    sacriflce    to    meet 
their  engagements,   a   sudden    refusal    to   discount    for    them 
would   cause    an    extraordinary  quantity  of   their    produce    to 
l)e  thrown  upon  the  market,  and  cause  a  ruinous  depression 
of  price. 

It  is  the  sadden  faQure  of  confidence  and  extinction  of  Credit 
whidi  produces  what  is  called  in  commercial  language  a 
''pressure  on  the  money  market,"  and  which  causes  money 
to  be^tight"  When  money  is  said  to  be  scarce,  it  does  not 
mean  that  there  is  a  smaller  quantity  of  money  actually  in 
existence  than  before;  there  may  be  more,  or  there  may  be 
less  in  the  coon^ ;  no  one  can  tell  what  the  amount  of  money 
m  existence  is;  but  a  great  amount  of  Credit  which  serves 
tt  a  substitate,  and  was  an  equivalent  for  money,  is  either 
destroyed  altogether,  or  is  suddenly  struck  with  paralysis,  as  it 
were,  and  deprived  of  its  negotiable  p.wer,  and,  therefore, 
practicaOy  nseksB.  A  vast  amount  of  Property  is  expelled  fhim 
circulation,  and  Money  is  suddenly  called  u]fon  to  fill  the  void. 
^en  a  new  field  of  commercial  adventure  is  found  by  sagacioiis 
disooverers,  or  a  new  market  is  sudchmly  thrown  c^ien  by  a 
<^iange  in  the  conmiercial  policy  of  foreign  nations,  the  6nt 
^ventureFB  nsoaHy  reap  enormous  profits*  As  soon  aa  this 
becomes  known,  a  muhitude  of  otkr  i^ieculaloni  msh  into  the 
same  field,  exciced  by  the  profiw  reaped  by  the  firtt.    Kmnben 
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of  merchants  and  traders  purchase  commodities  on  credit,  that 
isy  they  incnr  obligations  which  thej  mnst  discharge  at  a  fatnre 
day,  in  the  hope  that  the  returns  will  come  in  before  the  day  of 
payment.  But  the  immense  quantity  of  goods  poured  in  usually 
gluts  the  market  in  a  short  time,  and,  from  the  excess  of  supply 
prices  tumble  down  often  to  nothing,  so  that  the  goods  become 
unsaleable,  and  either  no  returns  at  all  come  in,  or  such  as  are 
quite  inadequate  to  meet  the  outlay.  When  this  occurs,  it  is 
called  over-tradingy  and  when  this  has  been  extensiyely  practised, 
it  is  necessarily  and  ineyitably  followed  by  a  great  destruction  of 
Credit,  and  a  great  demand  for  (7a«A.  Thus,  Credit  is  destroyed 
faster  than  operations  can  be  reduced  in  proportion.  Those 
traders  who  have  not  received  the  returns  they  counted  upon  to 
meet  their  engagements,  must  raise  money  on  any  terms,  and 
perhaps  sell  what  property  they  have,  at  any  sacrifice,  to  save 
themselves  fix>m  ruin.  The  effect  of  this  will  be  that  Money, 
for  which  there  is  an  intense  demand,  will  rise  greatly  in  value, 
that  is,  discount  will  rise  very  high.  But  as  a  necessary  con- 
comitant of  such  a  state  of  things,  a  great  quantity  of  goods 
will  be  thrown  upon  the  market,  and  their  price  will  be  enor- 
mously depressed.  These  circumstances  will,  therefore,  produce 
a  very  high  rate  of  discount,  and  ruinously  low  prices,  which 
must  continue  until  the  excessive  supply  of  goods  is  exhausted 
and  confidence  revives.  In  such  cases  as  these,  traders  who 
have  not  sufficient  Capital  of  their  own  to  meet  their  engage- 
ments, and  hold  on  their  goods  until  prices  rise,  will  infallibly 
be  ruined.  Under  these  circumstances,  the  rate  of  discount  bears 
no  relation  whatever  to  the  rate  of  profit.  The  use  of  ready 
money  to  persons  who  have  over-traded,  is  of  infinitely  more 
consequence  than  the  price  they  have  to  pay  for  it.  It  may 
be  well  worth  their  while  to  pay  15,  or  20,  or  even  50  per 
cent,  for  the  use  of  money  for  a  temporary  emergency,  which 
may  save  them  from  ruin,  and  enable  them  to  maintain  their 
position. 

It  is,  therefore,  not  the  scarcity  of  money,  but  the  extinction 
of  confidence,  which  prepuces  a  pressure  on  the  money  market  ; 
and  an  examination  of  all  the  great  commercial  crises  in  this 
country,  will  show  that  they  have  always  been  preceded  and 
produced  by  a  destruction  of  this  Credit,  which  has  usually 
been  brought  about  by  extravagant   over-trading. 
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10.    The  principle  that    the   relation    between    supply    and 

demand  is  the  sole  regulator  of  value,  combined  with  the  action 

of  the  credit  system,  will  explain  all  the  phenomena  witnessed 

during  a  pressure  on  the  money  market.    The  failure  of  Credit  in 

any  one  branch  of  business  will  produce  its  full  effect  on   the 

general  market  rate  of  interest,  because  that  is  regulated  by  the 

intensity  of  the  demand  for  money  from  whatever  quarter  it 

comes ;  but  it  will  not  necessarily  follow  that  the  market  prices  of 

all  coDDunodities  will  be  depressed.    The  market  price  for  each 

commodity  will  be  governed  entirely  by  its  own  peculiar  circum- 

Btances.      If  the  holders  of   one  conmiodity  have  independent 

oapitaly  and  have  prudently  abstained  from  over-trading,  the  price 

c»f  such  a  commodity  will  not  suffer  much,  because  the  ratio  of 

supply  and  demand  will  not  be  altered  to  any  great  extent,  but  it 

c^annot  help  sympathising  to  a  certain  extent  with  other  com- 

^Kuodities.     But  if  the  holders  of  another  species  of  commodity 

lave  over-traded,  and  depended  too  much  on  credit,  without 

sufficient  means,  they  will  necessarily  be  obliged  to  throw  a  great 

[uantity  of  their  produce  on  the  market  to  realise,  and  this 

excessive  supply  will  depress  the  price.    And  this  effect  will  be 

increased  because  such  are  the  very  times  when  persons  who  have 

^^ready  money  are  particularly  cautious  in  buying,  partly  because 

^Jiey  always  hope  the  market  will  fall  still  lower,  and  they  hope  to 

^Duy  cheaper  when  prices  have  fallen  to  a  minimum,  and  they 

"^rill  certainly  not  buy  more  of  any  commodity  than  they  can 

^lelp,  which  is  diminishing  in  value;  and  partly  because  they 

^^3iU8t  keep  their  ready  money  to  maintain  their  own  position. 

^Wom  these  causes,  not  only  is  the  supply  increased,  but  the 

"demand  is  diminished,  so  that  the  fall  is  doubly  aggravated. 

TThus,  we  see  at  once,  that  a  falling  market  will  always  be  well 

supplied,  because  people  who  must  sell,  hasten  to  do  so  before 

the  price   falls  still  lower;   and  buyers  hold  aloof,  waiting   as 

long  as  they  can,  to  see  the  lowest.    On  the  other  hand,  when 

^markets  are  rising,  the  case  is  reversed.    The  sellers  hold  aloof, 

lioping    the  price  will  be  still  higher,   and  buyers   crowd  in, 

liastening  to  purchase  before  the  price  rises  more.      A  market 

that  is  desponding  and  inactive  will  usually  continue  so  until 

people  are  persuaded  that  things  are  at  the  lowest,  and  are  at 

the  turn.     It  is  evident  that  these  considerations  and  observations 

apply  to  home  produce,  or  at  least  to  produce  which  is  already 
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in  this  Gonntrjy  and  which  can  be  thrown  on  the  market 
immediately.  In  order  to  attract  foreign  produce,  the  market 
must  rise  high  for  a  considerable  time,  with  the  appearance  of 
continuing  so. 

11.  Considering  that  any  bill  whatever  which  is  drawn  against 
bond  fide  produce  is  in  commerce  technically  a  Real  bill,  it  will 
be  seen  at  once  that  their  supposed  security  is  greatly  ex- 
aggerated, because  any  operation,  however  foolish  and  absurd,  is 
a  good  basis  for  a  real  bilL  In  times  of  rapid  changes  in  price 
multitudes  of  bills  will  be  generated  by  speculative  purchasers, 
and  when  the  price  falls  as  rapidly  as  it  rose,  as  it  usually  does, 
it  is  simply  occupat  extremum  scabies.  Hence,  losses,  and  very 
severe  ones,  too,  are  sure  to  happen  in  such  times.  But  there  is 
always  at  least  this  certainty  with  real  bills.  When  persons 
have  speculated  unluckily  and  lost  their  fortunes,  they  are 
brought  to  a]  standstill.  When  a  man  has  ruined  himself  by 
speculation,  no  banker  out  of  Bedlam  would  advance  him  more 
money  to  speculate  with.  Hence,  ill-judged  speculation  must 
stop  a  man's  mischievous  career  in  a  comparatively  short  space 
of  time,  that  is,  whenever  he  has  lost  the  value  of  the  goods  he 
has  been  speculating  with.  We  shall  find  in  the  next  chapter, 
unfortunately,  that  traders  have  devised  a  method  to  extract 
funds  from  bankers  to  speculate  with,  by  which  they  can  go  on 
long  after  they  have  lost  all  they  ever  had,  many  times  over,  and 
adding  loss  to  loss,  until  perhaps,  they  may  bring  down  their 
bankers,  whom  they  duped  and  defrauded,  as  well  as  themselves. 
We  have  shewn,  in  the  next  chapter,  that  there  are  symptoms 
which  will  often  indicate  a  commercial  crisis. 


On  Credit  created  for  the  purpose  of  being  applied  to  tJui 
Formatimi  of  a  New  Product. 

12.  The  operations  on  Credit,  which  we  have  hitherto  been 
considering,  were  all  based  on  an  anterior  operation,  or  one  in 
which  an  exchange  of  commodities  was  effected  by  the  creation 
and  sale  of  the  Credit,  which  Credit  was  afterwards  sold  or  ex- 
changed for  another  Credit.  Such  Credit  is,  therefore,  mani- 
festly limited  by  operations  which  have  been  made,  and   by 
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commercial  exchanges.  The  number  of  bills  created  could  by 
no  possibility  exceed  the  number  of  transfers  of  commodities, 
although  they  might  be  greatly  less,  because,  as  we  have  seen, 
a  single  bill  might  be  used  to  effect  many  transfers  of  pro- 
perty. In  all  these  cases,  a  Debt  has  been  created,  which  was 
expected  to  be  paid  out  of  the  proceeds  of  the  sale  of  existing 
property. 

But  since  Credit  is,  as  we  have  shewn,  exchangeable  Property, 
and  a  substitute  for  Money,  it  is  deal*  that  it  may^be  applied  as 
well  as  Money  to  bring  netv  products  into  existence.  The  limits 
of  it  in  this  case  will  be  exactly  the  same  as  those  in  the  former 
case,  namely,  the  power  of  the  proceeds  of  the  work  to  redeem 
the  Credit 

As  an  example  of  such  a  creation  or  formation  of  a  product^ 
we  may  take  such  a  case  as  the  following — Suppose  the  corpo- 
ration of  a  town  wishes  to  build  a  market-hall,  but  has  not  the 
ready  cash  to  buy  the  materials,  and  pay  the  builder's  and  work- 
men's wages.  It  may  be  a  matter  of  certainty,  that  if  the  market 
were  once  built,  the  stalls  in  it  would  be  taken  up  immediately,, 
and  the  rents  received  from  them  would  liquidate  the  debt 
incurred  in  erecting  it.  But,  as  the  workmen  cannot  wait  until 
that  period,  but  require  immediate  cash  to  purchase  necessaries, 
it  is  clear  that,  unless  there  is  some  method  of  providing  ready 
payment,  they  cannot  be  employed.  In  such  a  case,  they  might 
borrow  money  upon  their  own  bonds,  repayable  at  a  future 
period.  Now  here  we  observe  that  these  bonds  are  the  creation 
of  Property.  They  are  the  Right  to  demand  a  future  payment, 
and  are  valuable  exchangeable  property,  which  may  be  bought 
and  sold  like  any  thing  else.  In  this  case  we  observe  there  is  an 
exchange.  But  the  corporation  need  not  borrow  money.  They 
might  make  their  own  obligations  payable  at  a  future  date.  And 
if  these  were  made  small  enough,  and  were  readily  received  by  the 
dealers  in  the  town,  they  might  be  used  in  the  payment  of  the 
workmen's  wages,  and  perform  aU  the  functions  of  a  Currency,  and 
be  equivalent  to  Money.  Each  of  them  is  a  new  Right  created, 
and  valuable  Property  which  is  exchangeable,  and,  therefore 
Wealth  by  the  definition.  They  would  be  quite  as  efficacious  in 
producing,  or  forming,  the  market-hall  as  real  Capital.  And  the 
market-hall  itself  would  be  Capital,  because  it  produces  a  profit. 
As  the  stalls  were  let,  and  rent  received  for  them,  the  bonds  might 
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be  redeemed,  and  the  debt  cleared  oif.  It  is  said  that  many 
market  places  have  been  bnilt  by  adopting  snch  apian.  This  case 
shews  the  ntter  futility  of  the  notion  that  Credit  cannot  be  applied 
to  the  formation  of  products^  and  here  we  see  it  was  not  based 
on  any  anterior  operation, 

13.  This  is  an  instance  of  the  creation  of  a  product  by  credit, 
and  not  merely  the  transfer  of  an  existing  product.  The  result  to 
the  corporation  would  be  precisely  the  same,  whether  they  ac- 
complish their  object  by  borrowing  real  Capital  and  paying  interest 
for  it,  or  by  issuing  bonds,  bearing  interest,  payable  at  fixed 
periods.  In  the  one  case,  they  would  be  liable  to  the  full  extent 
of  their  property  to  the  persons  from  whom  they  had  borrowed  on 
the  money;  in  the  other,  to  those  who  held  their  bonds.  If  the 
operation  was  successful,  its  profits  would  in  the  first  case  pay  the 
persons  who  had  lent  the  money  ;  in  the  second,  the  profits  would 
pay  the  persons  who  held  the  notes,  and  extinguish  the  liability  of 
the  corporation.  If  the  operation  were  unsuccessful,  the  corpora- 
tion would  equally  have  to  make  good  the  loss  out  of  their  general 
eflfects,  either  to  the  lenders  of  the  money,  or  to  the  holders  of  tlie 
notes.  It  would,  therefore,  be  a  matter  of  no  consequence  what- 
ever to  the  corporation  which  way  they  adopted  to  accomplish  the 
work  ;  but  it  would  be  a  matter  of  importance  to  the  town  at  large, 
because,  if  they  borrowed  real  capital  to  do  it,  that  would  by  so 
much  diminish  the  fund  of  moving  power  applicable  to  other 
species  of  industry,  and  raise  its  price.  It  is  clear,  therefore,  that 
the  second  method  would  be  so  much  clear  addition  to  the  Capital 
of  the  community,  and  would  therefore  be  most  advantageous 
for  them. 

This  second  method  of  utilising  credit,  from  not  being  based 
upon  real  capital,  is  an  instance  of  what  is  usually  called  fictitious 
Capital,  a  name  of  extreme  inaccuracy,  which  too  many  persons 
are  in  the  habit  of  using,  from  the  hasty  assumption  that  what  is 
not  real  must  necessarily  be  fictitious,  and  are  more  led  away  by  a 
jingling  antithesis  of  words  than  an  accurate  perception  of  ideas. 
If  the  bonds  issued  by  the  corporation  were  not  redeemable,  and 
represented  nothing,  the  epithet /c/*7w??/«  would  be  accurate.  But 
such  is  far  from  being  the  case.  In  both  cases  it  resolves  itself 
into  the  Present  Value  of  a  deferred  payment.  In  the  first 
instance,  the  obligation  incurred  by  the  corporation  to  the  lenders 
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of  the  money  would  not  be  limited  to  the  specific  capital  they 
advanced,  but  wonld  be  a  general  charge  on  the  whole  property 
of  the  corporation.  The  bonds  issaed  in  the  case  wonld  be 
precisely  the  same  ;  they  would  confer  upon  the  holders  of 
them  a  general  charge  upon  all  the  property  of  the  corporar 
tion.  The  security  to  the  holders  of  the  corporation's  obligations 
would  be  absolutely  identical  in  either  case.  If  the  corpora- 
tion spend  the  money,  it  is  absolutely  gone  away  fix>m  them 
for  ever,  and  is  no  more  a  security  to  tJie  holders  of  their  notes 
than  if  it  had  never  existed.  In  either  case,  then,  it  is  the  per- 
manent Property  of  the  corporation  which  is  the  real  security  of 
the  holders  of  its  notes  ;  and  they  have  the  same  general  charge 
over  it  in  both  cases.  It  is,  therefore,  to  the  last  degree  inaccurate 
and  untrue  to  distinguish  one  case  by  the  term  Real  Capital,  and 
to  brand  the  other  as  fictitious.  There  is  absolutely  no  distinction 
at  all  between  the  two  cases,  as  far  as  regards  the  corporation 
and  the  holders  of  its  obligations ;  the  profits  and  the  lossea 
are  identical  in  their  effects  in  either  case.  The  true  difference 
is  to  the  community  at  large,  and  the  general  ftmd  of  capital 
available  for  its  use,  and  its  only  effect  is  to  make  capital 
somewhat  cheaper  than  it  would  otherwise  be  ;  and  a  judicious 
and  successful  employment  of  it  eminently  conduces  to  the  national  i 
prosperity. 

The  only  advantage  of  the  second  method  is  that  it  makes  capital 
more  abundant,  and  sometimes  might  provide  it  when  not  otiier- 
wise  obtainable.  If  it  were  scarce,  or  otherwise  occupied,  it  might 
not  always  be  possible  to  obtain  it.  If  nobody  had  money  to  lend, 
the  second  method  might  supply  the  want,  and  so  long  as  it  la 
practised  by  judicious  persons,  and  used  in  promoting  sucoessftd 
operations  it  is  a  great  blessing.  But  it  is  just  on  this  very  point 
that  it  is  liable  to  the  most  dangerous  abuse.  If  the  corporation 
were  limited  to  the  use  of  real  capital  advanced  by  some  inde- 
pendent person,  he  would  probably  take  into  consideration  the 
purpose  to  which  it  was  to  be  applied,  as  well  as  the  solvency  of 
the  corporation,  and  if  he  thought  it  injudicious,  he  would  probably 
not  advance  it.  There  would,  therefore,  be  so  far  a  check  upon 
them  ;  but  if  they  were  totally  destitute  of  control,  and  could 
embark  in  any  operation,  by  simply  writing  a  few  "  Promises  to 
pay  "  upon  bits  of  paper,  they  may  be  led  away  into  wild  and 
dangerous  speculations,  deceived  by  false  expectations  of  profit^  and 
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involre  themselves  and  all  who  trost  them  in  rninons  loeseB. 
Because,  though  these  Promises  to  pay  did  not  represent  real 
advanoeSy  and  are  therefore  inaccuratelv  called  fictitious  capital,  if 
they  get  into  circulation,  and  people  give  value  for  them  in  com- 
modities or  senices,  a  disastrous  operation  based  upon  them  is 
just  as  much  loss  of  Capital  as  if  they  had  been  real  advances. 

14.  We  have  thus  shown  that  in  the  production  of  commodities, 
which  term  must  be  held  by  the  unanimous  consent  of  all  modem 
Economists  to  include  both  the  formation  and  the  transfer  of  com- 
modities. Credit  performs  exactly  the  same  functions  as  Money  ; 
so  far,  •  therefore,  as  production  goes.  Credit  is  in  all  respects 
equivalent  to  Money.  And  so  long  as  the  operations  are  success- 
fid,  everything  goes  well :  Money  being,  as  we  have  laid  down,  the 
representative  of  the  fruits  of  a  man*s  past  industry,  and  Credit  a 
pledge  of  his  future  industry.  It  is  certain  that  "  Credit "  exceeds 
**  Money  *'  many  times  in  this  country,  for  whereas  it  \&  not  sup- 
posed that  the  actual  money  exceeds  £80,000,000,  the  Credit  in 
Bills  of  Exchange,  and  which  is  only  one  form  of  it,  taking  a  very 
low  estimate,  exceeds  £400,000,000 ;  that  is  the  people  of  this 
country  have  always  pledged  their  future  industry  to  the  extent  of 
four  hundred  millions.  And  this  £400,000,000  is  e<|ually  Capital, 
it  is  equally  a  Real  Value  as  the  £80,000,000.  Xo  doubt  it  is  of 
a  different  descriptiou  ;  it  is  more  }vrilous,  a  portion  of  it  may 
perish.  But  it  is  an  undeniable  fact  that  it  has  performed  the 
same  functions,  so  far  as  regards  Pnxluctiou,  as  ^loney.  It  is  a 
distinct  aud  separate  Value  over  and  alH)ve  commodities,  totally 
different  from  Bills  of  Lading,  which  merely  represent  particular 
commodities.  Bills  of  Exchange  are  not  a  lien  upon  Property,  but 
upon  indmtryy  and  any  property  a  man  possesses  is  only  a  kind  of 
collateral  security  to  make  good  his  engagements  in  case  his 
industry  is  unsuccessful. 

15.  In  the  case  we  examined  of  a  bank  discounting  the  bill  of 
the  manufacturer,  A,  upon  the  dealer  B,  the  transaction  was  already 
effected  upon  which  it  was  founded.  A  had  rendered  the  service 
to  B,  for  which  he  was  to  be  paid  at  a  future  day,  before  he  drew 
the  bill  upon  him,  and  originally  all  Bills  of  Exchange  represented 
previously  existing  Debts,  and  they  bore  on  the  face  of  them  the 
words  "  for  value  received ''  to  testify  the  fact.    Consequently  when 
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A  discounts  the  bill,  founded  upon  that  transaction^  with  the  bank, 
it  must  be  carefully  observed  that  he  is  simply  selling  a  Debt  which 
is  his  existing  property.  And  so  long  as  Bills  of  Exchange  are 
restricted  to  representing  past  transactions,  their  negotiation  is  not 
borrowing  money,  as  is  commonly  understood.  But  the  sharpness 
of  traders  discovered  that  they  might  be  applied  to  ftiture 
transactions. 

In  the  case  of  a  past  transaction,  the  bill  was  given  by  B,  who 
had  got  the  goods,  to  A,  who  had  given  them,  and  A  had  got  the 
money  that  would  be  payable  to  him  at  the  maturity  of  the  bill, 
advanced  to  him  by  the  bank  on  the  credit  of  B's  reputation,  as 
well  as  his  own.  If  B,  however,  be  a  person  of  wealth  arid  re- 
putation, he  may  lend  the  use  of  his  name  to  A  without  any  real 
transaction  having  taken  place  between  them.  Thus,  he  may 
accept  a  bill  of  A's,  and  A,  on  the  strength  of  his  name,  goes  to  his 
banker,  and  gets  the  money,  with  which  he  performs  some  opera- 
tion, such  as  manufacturing  goods,  and,  having  done  so,  he  may 
sell  them  to  C,  and  take  C's  bill  in  payment  of  them,  which  latter 
is  a  real  transaction.  Now  the  whole  of  this  operation  is  based 
upon  the  credit  of  B*s  name,  it  is  not  based  upon  anything  real,  or 
upon  any  service  previously  rendered  ;  consequently  it  is  in  itself 
a  completely  new  transaction.  Such  a  bill  between  A  and  B  is ' 
called  an  Ac(X)MMODATION  Bill.  This  name  is,  however,  not 
confined  to  cases  where  the  acceptor  lends  his  name  for  the  ac- 
commodation of  the  drawer,  though  that  is  the  most  usual  form, 
but  wherever  an  acceptor,  drawer,  or  indorser  puts  his  name  upon 
the  bill,  and  therefore  renders  himself  liable  to  a  holder  for  value 
to  discharge  it,  without,  as  the  legal  expression  is,  consideration 
moving  to  him,  it  is  an  Accommodation  Bill,  and  the  party  for  whose 
acconmiodatlon  it  is  negotiated  is  bound  by  law  to  provide  funds  to 
discharge  it  at  maturity,  and  also  to  indemnify  the  accommodation 
acceptor,  drawer,  or  indorser,  as  the  case  may  be,  against  the 
consequences  of  non-payment. 

The  practical  effect  of  this  transaction  is  simply  that  B  stands 
security  to  the  bank  for  the  money  advanced  to  A  ;  and  there  is 
nothing  in  the  nature  of  such  a  transaction  worse  than  for  one  man 
to  stand  security  for  another  in  any  other  commercial  transaction. 
In  some  respects  it  is  much  fairer  to  the  person  who  runs  the  risk 
as  security,  because,  in  the  ordinary  course,  when  one  person 
becomes  security  for  another,  he  does  not  receive  any  peconiary 
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recompense  for  the  risk  he  nms^  to  which  he  was  certainly  moit 
fairly  entitled ;  whereas^  if  it  be  done  by  way  of  AcoommodatioB 
Billy  he  generally  receives  some  quid  pro  quo,  and  whem.^  bank 
performs  an  operation  of  exactly  the  same  nature,  it  always  reoeiveB 
a  high  interest  for  the  risk  it  runs,  and,  when  jadidonsly  done, 
is  a  very  profitable  source  of  income.  From  the  extravagant 
abnse,  howeYer,  of  such  methods  of  raising  capital,  Acconomodation 
Bills  have  acquired  a  most  discreditable  reputation,  and  there  is 
nothing  which  reqmres  more  vigilance  in  a  bank  than  to  guard 
against  being  entrapped  into  making  unwary  purchases  of  sadi 
securities. 

A  great  deal  has  been  said  and  written  about  the  difference 
between  Real  and  Accommodation  bills,  and  while  no  terms  of  ad* 
miration  are  too  strong  for  the  first,  no  terms  of  vituperation  are 
too  severe  for  the  latter.  Thus,  Mr.  Bell  says — "  The  difference 
between  a  genuine  commercial  bill  and  an  accommodation  one,  is 
something  similar  to  the  difference  between  a  genuine  coin  and  a 
counterfeit,"  as  if  the  act  of  negotiating  an  Accommodation  Bill 
were  in  itself  one  of  moral  turpitude.  It  is  also  generaUy  as- 
sumed that  Real  bills  possess  some  sort  of  additional  security, 
because  it  is  supposed  that  their  is  property  to  represent  them. 
We  have  already  seen,  however,  the  entire  delusion  of  such  an 
idea,  and  that  it  is  a  great  mistake  to  suppose  that  commercial 
bills  have  any  specific  relation  to  the  Property  from  the  transfer 
of  which  they  originally  sprung.  In  truth,  both  Real  and  Accom- 
modation bills  have  precisely  the  same  security — they  constitute  a 
general  charge  upon  the  whole  estates  of  all  the  obligants  upon 
them.  The  objections  to  Accommodation  Bills,  therefore,  on  that 
ground  are  perfectly  futile. 

The  essential  distinction  between  Real  and  Accommodation  Bills 
is,  that  one  represents  a  past,  and  the  other  a  future,  transaction. 
But  even  this  is  no  ground  for  any  preference  of  one  over  the 
other.  A  transaction  which  has  been  done  may  be  just  as  wOd, 
foolish,  and  absurd  as  the  one  that  Jms  to  be  done.  The  intention 
of  engaging  in  any  mercantile  transaction  is,  that  the  result  of  it 
should  repay  all  the  outlay,  with  profit.  There  is  no  other  test 
but  this  of  its  propriety,  in  a  mercantile  sense.  Such  things  have 
been  heard  of  in  the  mercantile  world,  as  consignments  of  skates 
to  tropical  countries.  Now,  a  bill  drawn  against  such  a  shipment 
as  this  would  pass  muster,  in  technical  language,  as  a  Real  bill^ 
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while  one  drawn  to  forward  some  other  operation,  however  sound 
and  judicious  it  might  be,  if  it  were  not  yet  accomplished,  would 
be  an  Accommodation  bill,  and  be  branded  as  fictitious.  Mr.  Bell 
would  call  the  former  genuine  coin,  the  latter  counterfeit. 

We  see,  therefore,  that  the  common  objections  urged  against 
accommodation  bills  are  perfectly  futile,  and  quite  wide  of  the 
mark.  Whether  a  bill  be  a  good  and  a  safe  one,  has  no  reference 
to  whether  it  represents  a  Past  or  a  Future  transaction,  but 
whether  it  is  safe  and  judicious  one  itself,  and  the  parties  to  it 
respectable  and  of  sufficient  means  to  meet  their  liabilities.  The 
whole  Cash  Credit  system  of  Scotland,  which  has  conduced  so 
eminently  to  the  prosperity  of  that  country,  is  a  system  of  Accom- 
modation Paper,  which  is  sufficient  to  disprove,  in  the  mind  of 
any  dispassionate  person,  that  the  system  is  in  itself  necessarily 
dangerous  and  pernicious,  but  is  proof  enough  that,  if  it  is 
judiciously  managed,  it  may  he.  of  great  advantage. 

The  true  objection  to  Accommodation  Paper  is  of  a  diflferenfc 
nature.  When  the  Credit  system  is  carried  on  duly  and  properly, 
and  within  legitimate  limits,  it  is  the  most  ingenious  method  ever 
devised  for  promoting  commerce,  and  where  it  has  been  cautiously 
used,  has  marvellously  succeeded  in  so  doing.  But  it  is  a  very 
trite  remark,  that  the  best  things  when  corrupted  become  the  worst. 
This  is  eminently  true  of  Paper  Credit.  Universal  experience 
proves  that  there  is  nothing  so  dangerous  and  pernicious  as  for 
individuals  to  have  an  undue  facility  for  obtaining  Credit.  When 
capital  is  to  be  had  on  too  easy  terms,  it  fosters,  to  an  extravagant 
extent,  the  fatal  propensity  for  embarking  in  all  sorts  of  wild 
speculations,  and  pushing  trade  far  beyond  the  possibility  of  being 
remunerative. 

The  considerations  we  presented  shewed  the  exaggerated  ideas 
of  the  security  of  Real  Bills.  But  there  is  at  least  this  security  in 
Real  Billfi,  that  as  they  only  arise  out  of  real  transfers  of  Property, 
their  number  must  be  limited,  in  the  very  nature  of  things. 
However  bad  or  worthless  they  may  be  individually,  they  cannot 
be  multiplied  beyond  a  certain  extent.  There  is,  therefore,  a  limit 
to  the  calamities  they  cause.  But  with  Accommodation  Paper 
there  is  no  limit  A  beggar  may  write  upon  bits  of  paper  a 
million  ''  promises  to  pay  "  as  easily  as  a  Rothschild  ;  and  it  is 
far  more  probable  that  he  will  do  so  ;  a  man  without  a  farthing 
is  proverbially  the  most  reckless,  because  when  the  bubble  bursts, 
B  2 
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it  is  a  matter  of  no  consequence  to  him ;  he  has  nothing  to  lose ; 
the  misery  and  the  ruin  fall  upon  his  unfortunate  dupes.  A 
man  of  real  capital  will  be  cautious  in  his  operations.  A  loss  ta 
to  him  will  be  real,  but  a  man  who  is  not  worth  a  sixpence  is 
indifTerent  whether  he  loses  a  £1,000  or  a  £1,000,000. 

This  system  of  Accommodation  Paper  of  diflferent  descriptionsi 
is  one  of  immense  importance  in  modem  conmierce,  and  its  abuse 
has  led  to  some  of  the  most  terrible  mercantile  catastrophes  on 
record.  It  is,  however,  so  intimately  interwoven  with  banking, 
that  we  shall  defer  any  more  mention  of  it  till  the  next  chapter, 
which  treats  of  the  operations  of  Banking. 

16.  We  have  observed  that  so  far  as  regards  Production,  whidi, 
in  a  scientific  sense,  includes  the  Formation  and  Transfer  of  pro- 
ducts, Credit,  whenever  it  is  applied,  performs  exactly  the  same 
function  as  Money.  All  commercial  transactions  on  Credit  are 
Sales.  The  absolute  Property  of  the  article  passes  from  the 
vendor  to  the  purchaser,  just  exactly  as  if  the  price  had  been  paid 
in  Money.  The  only  difference  to  the  purchaser  is,  that  his  profits 
are  less,  because  the  Credit  price  is  higher  than  the  Money  price. 
So  long  as  matters  proceed  smoothly,  and  transactions  are  profit- 
able, the  bills  generated  by  commerce  are  equivalent  to  so  much 
money.  The  difference  arises  when  the  sales  are  unprofitable,  and 
losses  ensue.  If  the  wholesale  dealer  buys  from  the  manufacturer 
for  ready  money,  and  the  speculation  is  unfortunate,  the  whole  loss 
falls  upon  the  dealer,  the  manufacturer  does  not  lose  ;  he  has  got 
his  money.  But  if  the  speculation  is  unfortunate,  and  a  loss  ensues, 
or  if  the  wholesale  dealer  fails  from  other  reasons,  the  loss  may 
fiill  ujwn  him.  When  he  has  sold  on  credit  to  the  dealer,  his 
power  over  the  goods  Ls  absolutely  gone  ;  and  if  the  bill  is  unpaid 
he  cannot  reclaim  the  goods,  even  if  they  are  still  in  the  possession 
of  the  purchaser ;  he  has  no  more  claim  to  them  than  any  other 
creditor.  Consequently,  if  the  dealer  has  not  sufficient  funds  to  pay 
his  debts,  the  loss  falls  upon  the  original  manufacturer.  In  this, 
then,  consists  the  whole  difference  between  sales  on  Credit  and 
Sides  for  Money,  that  if  losses  ensue,  they  may  be  differently 
distributed.  No  doubt  the  manufacturer  finds  that  a  Bill  of 
Exchange  is  not  so  negotiable  as  a  Bank  Note  or  Money,  but  it  is 
of  the  same  nature,  and  must  be  placed  in  the  same  category.  The 
Money  is  nothing  but  u  Bill  on  the  whole  community.     Good  Bilk 
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of  Exchange  do,  to  a  certain  extent,  circulate  in  commerce  like 
money  ;  but  the  manufacturer  generally  finds  it  more  convenient 
to  sell  the  bill  to  his  banker,  and  how  the  banker  buys  it  will  be 
explained  in  the  next  chapter. 

Now,  we  have  shown  that  Capital,  in  its  most  general  sense, 
is  not  any  particular  thing,  but  simply  an  Economic  Quantity, 
be  it  Currency  or  anything  else,  employed  in  reproductive  opera- 
tions. In  its  general  sense,  it  is  the  Purchasing  Power  of  the 
merchant,  or  it  is  the  moving  power  at  his  command  to  generate 
a  circulation  of  commodities,  out  of  which  he  reaps  his  profits ;  it 
is  the  power  which  draws  the  goods  out  of  the  possession  of  the 
manufacturer  into  the  possession  of  the  dealer,  for  him  to  make  a 
profit.  The  Money  he  has  is  the  fruit  of  the  services  he  has 
formerly  done  to  the  community.  Credit  is  also  the  power  he  has 
of  drawing  the  goods  from  the  possession  of  the  manufacturer,  and 
is  the  pledge  of  his  skill  in  rendering  future  services  to  the  com- 
munity, by  discerning  their  wants  and  supplying  them.  The 
effect  upon  the  markets  and  upon  the  prices  is  exactly  the  same, 
whether  purchases,  i.  e,,  circulation  of  commodities,  be  generated 
by  Credit  or  Real  Capital,  and  the  profits  and  losses  are  exactly 
the  same  to  the  community,  whether  the  operation  be  effected  by 
credit  or  by  real  capital.  Hence,  we  arrive  at  this  conclusion, 
that  Mercantile  Credit  is  Mercantile  Capital. 

It  has  frequently  been  observed  that  all  great  inventions  have 
an  equalising  tendency  ;  the  invention  of  gunpowder  equalised  the 
condition  of  the  poorest  foot  soldier  and  the  wealthiest  knight,  and 
it  destroyed  the  supremacy  of  the  knights ;  the  invention  of  print- 
ing opened  up  the  paths  of  know^ledge  to  the  poorest  as  well  as 
to  the  rich,  and  destroyed  the  supremacy  of  wealth  in  the 
acquisition  of  science  ;  the  invention  of  steam  and  railroads  has 
equalised  the  means  of  locomotion  to  the  humble  and  the  wealthy; 
so  the  invention  of  Credit  has  destroyed  the  supremacy  of  Capital 
or  Money,  and  has  provided  the  means  for  the  most  humble  to 
place  his  foot  on  the  first  step  of  the  ladder  of  opulence.  It  is  a 
matter  of  common  observation  that  nothing  is  so  difficult  as  the 
first  step  to  wealth  ;  that  many  men  could  get  on  if  they  had  only 
a  beginning.  Now,  Credit  supplies  the  means  of  attaining  that 
first  step  to  all.  Credit  is  a  mighty  power,  and  no  doubt,  like  other 
great  engines,  is  liable  to  be  abused ;  but  it  is  entitled  to  take  rank 
with  gunpowder,  printing,  and  steam,among  the  marvels  of  human 
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ingennitj,  and  it  has  been  the  chief  cause  of  the  magnitade  of 
modem  commerce. 

17.  We  have  already  shewn  that  the  Soman  Lawyers  brought 
the  Theory  of  Credit  to  absolute  perfection.  We  have  it 
ftOly  set  forth  in  the  Pandects  of  Justinian,  that  Debts  of  all  kinds, 
payable  on  demand,  at  a  certain  time  and  at  a  certain  event,  were 
made  as  perfectly  saleable  as  any  chattels  held  in  dominion.  All 
the  principles  which  govern  the  negotiation  of  Bills  of  Exchange 
are  contained  in  Eoman  Law ;  but  the  practical  adoption  of  this 
Theory  was  greatly  circumscribed,  because  the  Romans  did  not> 
till  a  very  late  period,  adopt  the  Greek  system  of  written  obliga- 
tions, which  could  pass  by  manual  delivery.  There  is  no  evidence 
that  we  are  aware  of,  that  they  made  a  traffic  of  Commercial  Debts, 
or  that  Eoman  Bankers  discounted  these  obligations  as  a  regular 
part  of  their  business. 

The  first  evidence  that  we  are  aware  of,  of  these  Commercial 
Debts  between  persons  living  in  the  same  place,  being  made 
objects  of  traffic,  is  in  Gerard  Malynes,  an  English  Merchant  who 
lived  a  considerable  time  at  Antwerp,  in  the  time  of  James  I.,  and 
who  published  his  Lex  Mercatoriay  in  1622.     He  says^ — 

"  The  most  usual  buying  and  selling  of  commodities  beyond  the 
seas,  in  the  course  of  traffick,  is  by  Bills  of  Debt,  or  Obligations, 
called  Bills  Obligatory,  which  one  merchant  giveth  to  another  for 
commodities  bought  and  sold,  w^hich  is  altogether  used  by  the 
merchant  adventurers  at  Amsterdam,  Middleburgh,  Hamburgh, 
and  other  places;  for  when  they  have  sold  their  cloths  unto  other 
merchants,  or  others,  payable  at  4,  G,  8,  or  more  months,  they 
presently  transfer  and  set  over  these  Bills  (so  received  for  the  pay- 
ment of  their  cloths)  unto  other  merchants,  and  take  for  them 
other  commodities  at  such  prices  as  they  can  agree  with  the  seller 
of  them,  be  it  velvets,  silks,  satins,  fustians,  or  any  other  wares 
or  commodities,  to  make  return  for  the  provenue  of  them ;  and  so 
selling  these  foreign  commodities  in  England,  they  presently  buy 
more  cloths,  and  continue  a  revolution  of  buying  and  selling  in 
the  course  of  traffic  and  commerce." 

After  giving  an  example  of  this  practice,  he  continues — "  And 
herein  you  are  to  note  that  in  the  buying  of  Bills,  it  may  be  made 
payable  to  the  clothier,  or  to  the  bearer  thereof,  and  so  all  the 

•  Iax  Mercatoria,  Part  /.,  ch.  11. 
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parties  are  bearers  thereof^  nnto  whom  the  same  is  set  over  bj 
tradition  of  it  only,  which  by  a  retrograde  examination  will  appear; 
and  this  is  called  a  resconnter  in  payment^  used  among  merchanta 
beyond  the  seas,  and  seemeth  strange  unto  all  men  that  are 
ignorant  of  this  custom,  and  yet  do  they  perceive  a  reason  for  it, 
and  cannot  deny  the  commodiousness  thereof. 

^'  The  Common  Law  of  England  is  directly  against  this  course ; 
for  they  say  there  can  be  no  aUenation  from  one  man  to  another, 
of  Debts,  because  they  are  held  choses-m-acHon,  and  such  whereof 
no  property  can  pass  by  assignment,  or  alienation.  And  many 
good  lawyers  do  wish  as  well  as  merchants  that  there  were  an  Act 
of  Parliament  made  for  the  establishing  of  the  like  course  in 
England." 

Malynes  then  describes  how  these  Bills  were  used  currently  in 
the  purchase  of  other  commodities,  or  if  the  owner  wanted  money 
for  them,  "  he  may  sell  them  to  other  merchants  that  are  moneyed 
men,  and  abating  for  the  interest  for  the  time  (and  commonly 
for  one  month  over;  according  to  the  rate  as  they  can  agree." 

We  may  accept  Malynes's  evidence  that  Oommerdal  Bills  of 
Debt  were  not  used  in  England,  but,  like  many  other  men^  he 
has  mistaken  the  Law.  For  the  Common  Law  ofTered  no  real 
impediment  whatever  to  the  negotiation  of  such  Obligations.  We 
have  shewn  that  the  Courts  unanimously  and  invariably  held 
that  a  chose-in-action  created  assignable  by  the  consent  of  the 
Obligor,  was  freely  assignable,  and  the  assigijee  or  bearer  could 
bring  an  action  on  it  in  his  own  name.  And  this  was  the  doctrine 
held  by  the  Courts,  not  long  after  the  time  of  Malynes  when 
the  Goldsmiths'  notes  payable  to  bearer,  on  demand,  came 
into  use  in  the  time  of  the  Commonwealth.  It  is  true 
that  the  Court  of  King's  Bench  under  Lord  Holt  in  the 
reign  of  William  III.,  denied  this,  and  in  consequence  of  this 
the  Statute  of  Anne  was  passed,  declaring  that  Promissory  Notes 
should  be  negotiable  in  every  respect  like  Bills  of  Exchange. 
But  not  only  were  these  decisions  of  [Lord  Holt  quite  contrary  to 
the  uniform  judgments  of  the  King's  Bench  and  Conmion  Pleas 
for  centuries,  but  Lord  Mansfield  declared  them  to  be  erroneous  ; 
and  in  this  opinion  Lord  Kenyon  agreed ;  and  they  have  very 
recently  been  pronounced  to  be  a  blot  on  our  judicial  history  by 
the  present  Lord  Chief  Justice  of  England  in  the  case  of  Goodmn 
V.  Roharts  in  the  Exchequer  Chamber. 
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Soon  after  the  tiine  of  MalyneBy  seyeral  oiher  writen  set  fatih 
the  advantages  of  making  Bills  of  Debt  transfeiaUe.  Among 
these  were  William  Potter  and  Francis  Cradocke,  who  wrote 
pamphlets  entitled,  ""The  Key  to  Wealth,"  and  ''Wealih  Dis- 
covered.'' Cradocke  says — **  I  presnme  it's  known  to  most,  how 
nsoal  a  thing  it  is  for  a  person  indebted  to  make  over  a  Debt  doe 
to  him  for  satisfoction  to  a  third  person,  which,  being  accepted, 
is  oft  times  transferred  in  a  like  manner  to  a  firarth,  tar  a  Debt 
dne  by  the  first  assignee,  and  so  on  before  any  money  is  told  or 
received;  so  that  in  a  short  time  all  are  accommodated  by  trans- 
lisrring  the  Credit,  or  ownership  of  the  money  only* 

''The  utility  of  transferring  snch  Bills  of  Debt  having  once 
introdaoed  that  novelty  of  Banks  among  the  Florentine  merdumti, 
which  I  find  to  be  the  first  founders,  the  Genoese,  Venetians,  and 
since  Holland  and  the  Low  Countries  have  imitated  their 
example." 

And  during  this  period,  numerous  writers  advocated  the  in- 
troduction of  Banks,  to  which  so  much  of  the  prosperity  of  Italy 
and  the  Low  Countries  was  due.  We  shall  now  in  the  fUlowing 
Chapter  explain  the  mechanism  of  Banking,  and  shew  how  it 
augments  the  wealth  of  a  country. 


CHAPTER  VI. 


THE  THEORY  OP  BANKING. 

1.  The  business  of  Banking  is  often  supposed  to  be  peculiarly 
mysterious  and  inoomprehensible,  but  the  considerations  we  have 
presented  in  the  preceding  chapters,  will  have  cleared  awtty  all 
the  difficulties  and  obscurities  of  the  subject.  We  have  shewn 
that  the  true  key  to  Economic  Science,  is  the  clear  understanding 
that  the  word  Property  means  a  Right,  and  not  a  material 
Thing  :  and  that  there  are  three  distinct  species  of  Property,  or 
Rights ;  Rights  to  things  which  have  come  into  actual  possession; 
Rights  to  Services,  or  Labour  ;  and  Rights  to  things  which  will 
only  come  into  possession  at  some  future  time.  But  aU  these 
three  species  of  Rights,  or  Property,  are  the  subjects  of  Sale  or 
Exchange,  or  are  vendible  Commodities. 

Many  eminent  Jurists,  Erskine,  Ortolan,  Lord  Mackenzie,  and 
others,  have  pointed  out  that  Jurisprudence  has  nothing  to  do 
with  the  actual  things  themselves,  but  only  with  the  Rights  to 
them;  so  Economics  has  nothing  to  do  with  the  actual  things 
themselves,  but  only  with  the  Rights  to  them ;  and  while  the 
object  of  Jurisprudence  is  to  define,  and  ascertain,  and  protect 
these  Rights  from  injury,  the  object  of  Economics  is  to  determine 
the  Laws  which  govern  their  exchangeable  relations. 

We  have  shewn  that  in  Roman  Law  abstract  Rights,  severed 
from  any  material  things, are  termed  " Pecuniay^  '^Bona^  "i?M," 
" Merxy^  Wealthy  Ooods,  Property y  MercJiandise,  because  they  can 
be  bought  and  sold,  or  form  the  subject  of  Commerce.  We  might 
quote  many  passages  from  the  Digest,  and  the  great  Civilians,  if 
necessary,  but  these  we  have  already  cited  are  sufficient. 

It  is  exactly  the  same  in  English  Law.  A  Right  of  action  for 
a  sum  of  money  is  termed  a  Debt,  or  cJiose-in-actton,  in  English 
Law,  and  is  included  under  the  terms,  "  Chattels,"  or  "  Goods." 
It  is  an  article  of  Merchandise,  or  a  Saleable  Commodity. 

Thus  Sheppard  says^  under  Chattels — 

''All  kinds  of  emblements,  sown  and  growing  grass  cut:  all 

>  A  Orand  Abridgment  of  the  Oomwum  and  Statute  Law  of  EngUund^  1675,  p.  829* 


250     THEOBY  AND  PRACTICE  OF  BANKING. 

money,  plate,  gold,  silver,  jewels,  utensils,  household  stnff.  Debts, 
wood  cut,  wares  in  a  shop,  tools  and  instruments  for  work,  wares, 
merchandises,  carts,  ploughs,  coaches,  saddles,  and  the  like;  all 
kinds  of  cattle,  as  horses,  oxen,  kine,  bullocks,  goats,  sheep,  pigs, 
and  all  tame  fowl  and  birds,  as  swans,  turkeys,  geese,  capons,  hens, 
ducks,  poultry,  and  the  like,  are  to  be  accounted  Chattels." 

**  All  Obligations,  Bills,  Statutes,  Becognizances,  and  Judgments, 
shall  be  as  a  Chattel  in  the  Executor." 

*^  All  Bight  of  action  to  any  personal  action  is  a  Chattel.'* 

So  it  waA  resolved  by  Popham,  Chief  Justice  of  England,^  and 
many  other  Justices,  tiiat  ^*  personal  actions  are  as  well  included 
within  this  word  goodSy  in  an  act  of  Parliament,  as  goods  in 
possession." 

So  in  another  case'  Lord  Chancellor  Habdwioee  said — ^'^And 
Debts  come  within  the  words  and  meaning  of  the  act,  and  would 
pass  in  a  will  thereby."  Buknet,  J.,  said — **  A  bond-debt  is 
certainly  a  Chattel."  So  Parkbb,  L.  C.  B.,  said — "  But  goods 
and  chattels  include  Debts  " — **  things  in  action  are  considered  as 
goods  and  chattels."  Lee,  C.  J.,  said — **The  inquiry  on  the 
second  point  is,  whether  choses-m-cbttion  are  not  included  under 
goods  and  chattels?  and  I  agree  ....  this  is  now 
out  of  question,  choses-m-action  will  be  included  therein. 
FultvoocTs  case,  4  Co.,  65,  proves  that  a  chose-in-action  (as  an 
obligation)  is  a  Chattel.  So  Staunford,  Prerog.,  65,  c.  16,  says 
that  Chattels  comprehend  Bight  of  action  to  goods."  And 
Haedwicke,  C,  said — **  Cfwaes-inrCLcium  are  properly  within  \hQ 
description  of  goods  and  chattels." 

So  it  is  said  ^ — "  For  it  is  to  be  understood  that  in  our  law, 
chattele  (or  goods  and  ckattels)  is  a  term  used  to  express  any  kind 
of  Property  which,  having  regard  either  to  the  subject  matter,  or 
the  quantity  of  interest  therein,  is  not  freelwUr 

"  Property  or  chattels  personal  may  be  either  in  possession,  or 
else  in  actian  ....  Property  in  action  is  where  a  man  has 
not  the  enjoyment  (either  actual  or  constructive)  of  the  thing  in 
question,  but  merely  a  right  to  recover  it  by  a  suit  or  action  at 
law." 

We  need  not  give  any  more  quotations  :  in  fact  those  which  we 
have  given  are  only  intended  for  the  benefit  of  lay  readers. 

>  Ford  and  SKeldofCi  ease,  12  Co.,  B«p.  2. 
*  Byal  ▼.  BoroUa^  1  Ves.,  sen.  348.       >  Stern's  BlackstonCj  Vol  /.,  ck.  V. 
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Every  person  who  has  studied  the  most  elementary  principles  of 
LaWy  knows  perfectly  well  that  a  Bight  of  Action,  or  a  cho8$-%n- 
action  is  a  personal  chattel  like  any  other  species  of  property :  but 
it  is  just  on  this  point  that  the  greatest  difficulty  is  felt  by  lay 
readers  to  understand  how  a  mere  Right  of  action  is  saleable 
Property  just  like  so  much  iron,  com,  gold,  lead,  com,  or  any- 
thing else. 

2.  The  only  ambiguity  likely  to  oonfiise  readers,  is  that  the 
word  Debt  in  English  is  used  to  mean  the  Htght  to  Demand  in 
the  person  of  the  Creditor,  as  well  as  the  Dufy  to  pay  in  the 
person  of  the  Debtor. 

We  have  already  shewn  that  the  words  Debitum  and  DebitalBy 
had  already  in  the  twelfth  century  acquired  in  common  usage,  the 
meaning  of  the  Creditor's  Right  of  action.^  Bat  the  dear  under- 
standing of  this  is  so  important,  and  the  want  of  this  knowledge 
hafi  led  to  so  much  misconception,  that  it  will  be  well  to  give  some 
additional  examples. 

Thus,  in  the  statute  of  Acton  Bumell,  11  Edward  I.,  1288  A.D., 
commonly  called  the  Statute  of  merchants,  it  is  said — 

'^  Pur  ceo  qe  marchauntz  qi  avaunt  ces  houres  nnt  preste  lur 
aver  a  diverse  genz,  sunt  cheuz  en  poverte,  pur  ceo  qe  il  ni  aveit 
pas  si  redde  ley  purvewe,  par  la  quele  il  poeient  lur  Dettes  haa- 
tivement  recoverir 

**  Le  Bei  par  luy  par  sun  conseQad  ordine  e  establi,  qe  marchannt 
qi  vent  estre  seur  de  sa  Dette 

^'  E  si  le  Meire  ne  troesse  achatur  fiu)e  par  renaUe  pris  liv»;!er 
les  moebles  al  Creaunzur,  desqe  a  la  summe  de  la  Dette  en  aUow- 
ance  de  sa  Dette    .    .    .    ." 

By  which  it  appears  that  the  word  Debt  had  ab^eady  acquired 
in  Legislation,  the  meaning  of  the  Creditor's  Bight  of  action,  a 
meaning  which  it  has  ever  since  retained,  both  in  Law  and 
general  usage. 

So  it  says  in  Les  Termes  de  la  Ley,  first  published  in 
1567— 

**  Dett  est  un  brief  que  gist  Ion  ascun  summe  d'argent  est  due  a 
nn  per  reason  d'accompt,  bargain,  contract,  obligation,  cm  anter 
especialty  a  este  pay  a  certain  jour,  le  quel  n'est  pay,  donques  il 
averent  cest  brief." 

f  Ch,  4,  iee$,  1,  I  8. 
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So  Aflhe  says  * — 

"  Quel  Det>  Dnty,  chose-in-action^  ou  Droit." 

So  Sheppard  says' — 

**  This  word  Debt  is  sometimes  taken  for  a  smn  of  money,  or 
other  thing  which  is  owing  or  due  from  one  man  to  another, 
whether  by  writing  or  otherwise. 

**  But  sometimes,  and  most  commonly,  it  is  taken  for  the  mean 
it  self  to  recover  this  thing  (i.  e.,  the  Bight  of  action).  And  so  it 
is  said  to  be  an  action  given,  or  a  writ  lying  where  any  sum  of 
money  or  other  thing,  is  given  to  a  man  upon  or  by  reason  of  a 
judgment,  or  recovery  in  law,  account,  bargain,  loan,  obligation, 
or  other  especialty,  to  be  paid  at  a  certain  day,  at  which  day  he 
payeth  it  not." 

Sometimes  the  word  Debt  is  used  in  both  senses  of  the  Debtor^^ 
Duty  to  pay,  and  the  Creditor's  Bight  to  demand  in  the  same  Act 
of  Parliament.  Thus,  in  the  Supreme  Court  of  Judicature  Act^ 
86  &  87  Vict.,  1878,  ch.  66,  it  says  in  sect.  25,  §  1—'*  whose 
estate  may  prove  to  be  insufficient  for  the  payment  in  full  of  his 
Debts  and  liabilities  " — "  as  to  Debts  and  liabilities  proveable — 
where  the  word  Debts  denotes  the  Debtor's  Duty  to  pay." 

But  in  §  6  of  the  same  section,  it  is  said — "An  absolute  assign- 
ment .  .  of  any  Debt,  or  other  legal  chose-in-action  .  .  . 
to  receive  or  claim  such  Debt,  or  chose-in-action  .... 
the  legal  right  to  such  Debt,  or  chose-in-action,  &c.,"  where 
the  word  Debt  denotes  the  Creditor's  Bight  to  demand. 

8.  We  have  seen  that  a  great  deal  of  the  difficulty  and  con- 
fosion  in  Economics  has  arisen  from  the  fact  that  the  word  Property 
in  English  has  been  corrupted  from  its  true  and  original  meaning 
of  a  Bight  to  a  thing  to  denote  the  thing  itself.  Thus  when  we 
speak  of  Beal  Property  and  Personal  Property,  most  persons  think 
of  the  land,  houses,  &c.,  as  the  Beal  Property;  and  the  cash,  the 
horses,  the  clothes,  the  cattle,  &c.,  as  the  Personal  Property; 
whereas,  in  truth,  it  is  not  these  things  themselves,  but  the  Bights 
to  them,  which  are  the  Beal  and  Personal  Property.  And  when 
this  is  made  clear,  it  is  seen  that  the  Bight  to  demand  £100  from 
a  person  three  months  hence  is  as  much  Personal  Property  as 

'  Rejieriory  GeneraU  dc  ki  AnnaU»  ei  plusors  auters  Uvm  del  commum  Ujf 

dengleUrre.    1614, 
'  A  Grand  Abridgmenty  dc. 
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the  Right  to  £100  in  a  man's  actual  possession^  and  may  be  bought 
and  sold  equally  well. 

And  so  it  is  with  all  other  kinds  of  Incorporeal  Property,  which 
are  Rights  to  future  profits  of  all  sorts,  emanating  from  various 
sources :  they  are  all  Personal  Property,  because  the  exclusive 
Rights  to  them  are  vested  in  some  person. 

This  confusion  is  avoided  in  the  Law  of  Scotland,  because  what 
in  English  Law  is  called  Real  and  Personal  Property,  is  in  the 
Law  of  Scotland,  called  Heritable  and  Moveable  Rights. 

The  great  institutional  writers  on  Scotch  Law,  Stair  and 
Erskine,  invariably,  like  Bacon,  use  the  word  Property  to  denote  a 
Right,  and  not  the  material  subject  of  a  Right.  Such  a  corruption 
of  language  seems  never  to  have  occurred  to  Stair.  Erskine  says ' — 
**  The  Right  of  enjoying  and  disposing  of  a  subject  at  one's 
pleasure,  is  called  Property." 

Rights,  or  Property,  in  Scotch  Law,  are  divided  into  Heritable 
and  Moveable  Rights,  according  as  they  pass  to  the  heir  or  the 
next  of  kin.«  "  Debts  (nomina  DeUtorum)  when  due  by  bill, 
promissory  note,  or  account,  are  moveable."  And  he  says^ — "The 
law  of  heritable  rights  being  explained.  Moveable  Rights  faU  next 
to  be  considered,  the  doctrine  of  which  depends  chiefly  on  the 
nature  of  obligations."  And  all  Rights  against  persons  (jura  ad 
rem,  or  jura  inpersofiam)  are  called  Moveable  Rights,  in  the  Law 
of  Scotland,  by  which  all  the  confusion  which  has  arisen  with 
respect  to  the  word  Property,  is  avoided. 

We  have,  therefore,  now  said  enough  to  establish  clearly  that 
a  Right  of  Action,  a  Debt,  or  Chose-in-action,  is  **  Merchandise," 
"Goods  and  Chattels,"  a  vendible  Conmiodity,  just  exactly  like 
80  much  land,  or  com,  or  cattle,  or  coal,  or  iron,  and  may  be 
bought  and  sold  exactly  like  any  other  chattels.  And  this  is  the  Mer- 
chandise, or  Commodity,  in  which  Bankers  deal,  and  the  mechan- 
ism of  which  system  we  are  now  to  examine.  The  business  of 
Banking  consists  exclusively  in  creating,  buying  and  selling,  and 
extinguishing  Debts,  or  Rights  of  action.  The  whole  mass  of 
Rights  of  action,  or  Debts,  ereated  by  Commerce  and  Banking,  is 
a  mass  of  Property,  just  as  much  as  so  much  coal,  or  iron,  or  gold, 

»  Prineipi^  of  the  Law  of  Scotland,  Bh.  II.,  tit,  1,  §  1. 

*  Stair's  Institutions  of  the  Law  of  Scotland,  Bi,  IL,  Ht,  1,  S  2.    Ertikim't 

Institute,  Bk,  II.,  tit.  1. 

'  PrineipUs  Ac.,  Bk.  IIL,  tU,  I,  ^  1. 
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or  com;  and  its  exchangeaUe  relations  with  gold^  or  the  exchange- 
able relations  of  one  kind  of  Debt  with  another^  as^  for  instance^ 
Ck>nmiercial  Debts  in  the  form  of  Bills  of  Exchange  with  Banking 
Credits^  are  governed  by  exactly  the  same  laws  as  govern  the 
exchangeable  relations  of  gold  to  corn,  or  lead^  or  timber,  or  any 
other  chattels. 

Sometimes,  for  the  sake  of  convenience,  these  Debts,  or  Rights 
of  action,  are  recorded  on  paper.  Bat  they  exist,  and  may  be 
made  the  subject  of  conmierce,  without  any  such  record.  These 
Instrumenta  dehitorum,^  or  Instruments  of  the  Debt,*  are  mere 
documents  made  for  the  sake  of  the  convenience  of  recording  and 
transferring  the  Debts. 

4.  There  were  plenty  of  money  dealers  and  money  lenders  at 
Athens,  but  we  are  not  very  well  acquainted  with  their  methods 
of  doing  business.  As  far  as  we  can  understand  it,  their  business 
seems  to  have  been  more  analogous  to  that  of  those  persons  we 
call  money  scriveners  and  bill  discounlers,  than  of  those  we  call 
*^  Bankers."  They  were  called  Trapezikty  from  the  tables  on 
which  they  kept  their  cash,  which  were  placed  round  the  market 
place.  Their  original  business  was  changing  foreign  money. 
After  this  they  began  to  receive  money  at  interest,  which  they  lent 
out  to  other  persons.  The  father  of  Demosthenes  kept  part  of  his 
fortune  at  a  Trapezites.  Though  they  were  generally  of  low 
origin,  such  as  freedmen,  aliens,  or  persons  who  had  been  admitted 
as  citizens,  they  gradually  rose  into  great  credit,  which,  in  the 
case  of  the  principal  ones,  extended  throughout  Greece.  They 
obtained  so  much  confidence,  that  business  was  transacted  with 
them  without  witnesses;  money  and  contracts  of  debt  were 
deposited  with  them,  and  agreements  were  concluded  and  cancelled 
in  their  presence.  The  ordinary  rates  of  interest  at  Athens  varied 
fix)m  10  to  3G  per  cent.  The  only  case  in  which  legal  interest 
was  fixed  by  way  of  damages,  was  18  per  cent.,  which  may  be 
taken  to  have  been  the  medium  rate  in  common  use. 

They  made  the  borrower  give  them  his  CJieirographum,  or  note 
of  hand,  and  sometimes  his  bond,  or  syngrapha.  But  we  have  not 
been  able  to  discover  that  they  invented  the  method  of  transferring 
debts  from  one  customer's  account  to  the  other,  by  means  of  a 
written  order,  which  is  essential  to  "banking."     Demosthenes 

>  Digestf  mix.,  6,  85,  S.       '  Kelsack  ▼.  NiehoUonf  Cro.  £liz.,  496. 
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sajB^ — **  It  is  the  practioe  of  all  onr  trapezita,  if  aay  private 
person  places  money  with  them  which  he  desires  to  be  paid  to  any 
one  else,  first  of  all  to  write  down  the  name  of  the  depositor  and 
the  amount  of  the  money,  then  to  write  beside  it — '  This  most  be 
paid  to  snch  a  one';  and,  if  they  know  the  person  by  sight  to 
whom  it  is  to  be  paid,  they  only  write  his  name  down;  bat  if  they 
do  not  know  him,  they  also  write  beside  it  the  name  of  some 
person  who  can  identify  him."  This  passage  shews  very  clearly 
that  the  Oreeks  did  not  use  cheques  or  orders  for  the  payment  ol 
money.  They  were  the  first  that  we  are  aware  of  who  charged 
discount  for  their  loans:  that  is,  they  retained  the  profit  at  the 
time  of  making  the  loan,  as  we  learn  from  Plutardi,  was  their 
practice.  In  his  violent  tirade  against  borrowing  money,  he  is 
particularly  severe  against  the  method  of  discounting — *^  It  is  said 
that  hares  bring  forth  and  nourish  their  young  at  the  same  time 
that  they  conceive  again;  but  the  debts  of  these  scoundrels  and 
savages  bring  forth  be/ore  they  conceive !  For  they  give,  and 
immediately  demand  back,  and  take  away  their  money  at  the  time 
they  place  it  out,  and  they  put  out  at  interest,  what  they  receive 
as  interest.    The  Messenians  have  a  proverb — 

"  There  is  a  Pylos  before  Pylos,  and  yet  another  Pylos  stilL" 

But  it  may  be  said  to  the  usurers — 

^' There  is  a  profit  before  a  profit,  and  yet  another  profit 
still ! " 

And  then,  forsooth,  they  laugh  at  the  physical  philosophers 
who  say  that  nothing  can  come  from  nothing  I 

Notwithstanding  the  liberal  rate  of  interest  they  received,  and 

the  great  credit  and  reputation  which  the  more  eminent  of  them 

enjoyed  throughout  the  Greek  States,  the  details  which  we  have 

respecting  one  who  stood  in  the  highest  credit  for  wealth  and 

integrity  do  not  give  us  any  very  exalted  idea  of  their  fortunes. 

Pasion,  who  was  a  clerk  to  the  TrapeziUB  Antisthenes  and  Arch-^ 

estratus,  attained  such  credit  that  he  set  up  on  his  own  account, 

and  enjoyed  great  reputation  throughout  Greece;  but  we  are  told 

that  his  profits  from  his  banking  business,  were  only  100  mincB,  or 

£406  5s.  a  year,  which  seems  nothing  very  great  for  the  most 

eminent  banker  in  Athens.    It  has  also  been  allied,  sometimes, 

(hat   the  Greeks  invented  bills  of  exchange;  but  there  is  no 

evidence  of  this. 

«  Cent.  KaUsp,,  p.  lS86k 
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5.  The  Rnmans  pncdaed  the  bosinefli^  wfaidi  is  terhnjcmlly 
caDed  hmkrng,  nor  do  we  knoir  wh^i  il  v»  inrenfted.  The 
eartksi  mdce  we  have  of  these  bankSy  or  arymtarut,  is  in  JArjf 
VL^  40,  6.C.  ZfJSy  where  thej  aie  spoken  of  is  being  aheadj  placed 
in  die  Forum,  where  they  always  oondnned.  But  he  girea  no 
acooonl  of  the  method  in  which  the  bankers  transacted  ih^ 
bnanen.  The  oomediea  of  Plaatos  (B.C.  224 — 184)  contain 
mnhitodes  of  allusions  to  bankers  and  their  basineas.  He  caDs 
them  trapezii^y  argentaru  and  danisU. 

Though  we  cannot  tell  the  exact  period  when  banking  was  first 
inTented  at  Borne,  we  can  point  oot  how  it  arose.  We  hare  seen 
that  in  the  earij  ages  the  borrowii^  of  monej  was  a  Tery  solemn 
affiur.  It  was  effected  bj  means  of  the  sale  ptr  a*  et  Ubram,  and 
the  solemn  fann  of  words  which  created  theju*^  or  legal  bond,  the 
nemm.  In  proceas  of  time,  howerer,  the  formalitj  of  the  weight 
and  scales  was  di^nsed  with  ;  it  was  taken  as  performed,  and 
the  obligation  was  created  by  the  form  of  words ;  ^  this  was  caDed 
obligaiw  rrrbi-s. 

In  process  of  time  the  art  of  writing  became  gradnaDy  general 
among  the  Bomans,  and  then  a  yery  strict  custom  grew  np.  Ereiy 
diyininuf,  or  head  of  a  family,  kept  a  family  Ledger,  in  which  every 
incident  of  his  life  was  (Lilly  recorded;  his  revenues  and  profits, his 
outgoings,  loscses  and  expenses  of  every  son.-  It  seems  that  every 
occurrence  was  first  noted  down  in  aJrersarM,  note  books,  or  waste 
books,  and  then  formally  recorded  at  the  end  of  the  month,  in  the 
family  Ledger,  called  the  Tahtthr,  or  Cttl^j',  When  these  Ledgera 
were  formally  completed,  they  were  intended  to  be  preserved  as 
heirlooms  in  the  familv,  and  were  alm'>st  invested  with  a  kind  of 
sanctitv,  and  tbev  were  le<::ui  evidence. 

A  great  difference  was  made  Iviween  the  O'lrersaria,  or  waste 
book,  and  tlic  cothx,  or  Le\lger.  This  distinction  is  strongly  in- 
sisteii  on  by  Cicero'* — "  He  confesses  that  he  has  not  this  entry  in 
his  LotlgiT  {routjr)  of  p;iyniont  and  receipts,  but  he  insists  that  it 
is  found  in  his  note  Ixx^k  ytUjnT.<:7rki\  Are  you  then  so  fond  of 
vourself,  and  have  such  a  mairnincent  notion  of  vourself  as  to  sue 
for  monev  not  on  the  evidence  of  vour  Ledger,  but  of  your  note 
book  ?  It  is  anx>g:uit  to  bring  fonvard  your  Ledger  instead  of  wit- 
nesses; but  is  it  not  simple  madness  to  produce  your  own  scraps  of 

»   Orioi*xm^  ej-fiiMtk^n  kistcrtf%f  df*  InstituU,  §  1193. 
*  OrtcUn,  Ibid.,  ^  141S.  *  Pro  Sotdo  Ccmmdo,  §  8. 
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writing  and  tiotes?  If  these  notes  have  the  same  force,  and  weight, 
and  anthoritj  as  the  Ledger,  what  use  is  it'  to  make  a  formal 
Register  ?  to  make  entries  in  it  ?  to  keep  it  in  regular  order  ?  to 
make  a  permanent  record  of  old  writings  ?  But  if,  because  we  put 
no  trust  in  notes,  we  have  an  established  custom  to  make  a  Ledger; 
is  that  which  we  ourselves  consider  weak  and  unreliable,  to  be 
considered  of  weight  and  approved  of  before  a  judge  ?  Why  is  it 
that  we  write  notes  without  much  care,  and  we  write  the  Ledger 
with  great  care  ?  For  what  reason  ?  because  the  one  is  to  last 
only  a  month,  the  other  for  ever  :  the  former  are  soon  erased,  the 
others  are  preserved  with  religious  care  :  the  former  preserve  the 
memory  for  a  short  time,  the  latter  pledge  the  good  faith  and 
honesty  of  a  man  for  ever.  Notes  are  thrown  away,  the  Register 
is  kept  in  order.  Therefore  nobody  produces  notes  as  evidence  in 
a  cause;  but  they  do  produce  the  Ledger  and  read  the  entries." 

When  the  bankers  commenced  their  business,  the  books  they 
kept  were  simply  those  kept  as  a  family  record  by  every  Roman 
citizen.  The  entries  in  these  books  did  not  constitute  the  contract; 
what  made  the  contract  was  the  loan  of  the  money :  ^  the  entries 
were  only  the  et'id'^nce  of  the  debt :  and  therefore  they  were 
Instruments  of  Credit.  They  were  exactly  similar  to  our  bankers' 
books  at  the  present  day.  Most  bankers  now  create  Credit  by 
means  of  entries  in  their  books,  which  are  called  "  Deposits."  The 
transcript  of  this  given  to  the  customer  with  relations  of  Debtor 
and  Creditor  reversed,  called  the  Pass  book,  exactly  correspond  to 
the  Codex  accepti  et  expensi,  and  are  legal  evidence  of  the  Debt, 
and  therefore  Instruments  of  Credit. 

The  entry  of  the  person's  name  in  the  Codex  or  Tabula,  either 
for  money  paid  or  received,  was  termed  Nomen:  hence  nomen 
became  the  common  word  for  a  debt,  or  an  obligation.  Nomina 
sKU  exigerOy  is  to  get  in  one's  debts ;  nomen  hcare,  is  to  borrow 
money;  nmnen  facere,  to  lend  money:  the  entries  in  the  Codex 
were  called  armria  nomina,  because  the  money  was  weighed  out 
of  the  area,  the  safe,  or  chest. 

6.  But  if  the  parties  agreed  that  the  entries  should  be  made, 
then  a  Contract  was  constituted.  He  who  lent  the  money,  made 
an  entry  of  money  weighed  out  and  given  (pecunia  expenm  lata), 
and  the  other  made  an  entry  of  money  received  {pecunia  accepta 

<  Gaius,  Instit.  iii.,  131. 
8 


258     THEORY  AND  PRACTICE  OF  BANKING. 

relafa);  and  thoB  was  oonstitnted  the  Obligatio  litt&ris.  Hence 
arose  the  legal  technical  terms,  expensum  ferre,  to  lend  money; 
accepium  referre^  to  borrow  money ;  pecunia  espensa  latOy  money 
lent;  pecunia  accepta  relata,  money  borrowed :  and  the  Ledger,  or 
Cash  book,  was  called  Codex  accepii  et  experm,  and  nomen  facere^ 
was  to  create  this  kind  of  obligation. 

We  have  seen  that  Gains  says  that  a  debt  might  be  transferred 
by  the  consent  of  the  Creditor,  the  Debtor,  and  Assignee.  When 
Debts  were  transferred  in  this  manner  they  were  called  nomina 
iranacriptitia.  If  the  person  had  contracted  an  obligation  by  the 
loan  of  the  money,  it  was  called  obligatio  re :  bat  if  the  parties 
agreed,  a  contract  by  entry  in  the  Codex  might  be  substituted, 
and  d  re  in  personam  transcriplio  fit,  a  transfer  from  the  thing-  to 
the  person:  when  the  account  was  transferred  from  one  person  to 
another,  it  was  said  d  persona  in  personam  transciptio  fit. 

In  the  case  of  bankers,  the  actual  meeting  of  the  Creditor,  the 
Assignee,  and  the  Banker,  was  not  necessary;  the  customer  might 
give  a  cheque  on  his  account.  This  was  called  attributio,  or  per- 
scriptio.  Scribere  was  to  give  credit  in  the  books  :  rescribere,  or 
prescribere,  was  to  transfer  a  credit  from  one  account  to  another. 

Thus  in  Plautus,  AsinariOy  ii.,  4,  84,  Leonida  says — 

"  Abducit  domum  ultro,  et  scribit  numos." 

Of  his  mvn  accord  he  brings  him  home  and  places  the  money  to 
his  account, 

Acceptum  ferre  was  to  credit  a  customer's  account  with  money 
received;  expensum  ferre  to  debit  it  with  money  paid. 

Thus  in  the  Mostellaria,  i.,  3,  146 — 

"  Ratio  accepti  et  expensi  inter  uos  convenit." 

"  Tlie  accounts  between  us  balance.** 

Terence  says,  Phormio,  v.,  7,  29 — 

"  Sed  transi,  sodes,  ad  forum,  atque  illud  mihi 
Argentum  rursum  jube  rescribi,  Phormio. 

Phorm.    Quodne  ego  perscripsi  porro  illis,  quibus  debui  ?  " 

"  But  Phormio,  be  good  enough  to  go  over  to  the  forum,  and  order 
that  m^ney  to  be  put  to  my  account.** 

Phorm.  ^^What!  that  for  which  I  have  already  given  Cheques  to 
my  creditors  V* 

So  Cicero  says^ — "  Qui  de  c  c  c  c,  Hs  c  c  presentia  solverimus, 
reliqua  rescribamus." 

'  EpUt.  ad  Atticum^  xvi.,  2. 
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.i-ninimj  four  hujidred  sesiertiay  I  liave  paid  two 
. .  //////  /  sJuill  send  a  CJieqim/or  tJie  rest" 
•  iu>  iiiibrmation  whether  the  Cheque,  the  attrihutio,  or 
.  ^va.^  capable  of  being  transferred  to  any  one  else  by  the 
'<»  i.  Li'ivi'd  it,  or  whether  it  was  only  payable  to  himself. 
•'•<'  j*r(M;i'S.s  of  time  these  family  Ledgers  fell  into  disuse, 
'   jMJsons  did  not  choose  to  make  a  record  of  all  their  actions, 
'  .  iij'iiish  evidence  against  themselves.     The  last  persons  who 
i'itiii  up  were  the  bankers.      But  though  this  usage  was 
•  isinni,  the  word  nouwn  was  retained  for  a  debt,  or  obligation. 
^M-  li live  seen  that  the  word  used  in  classical  Latin,  for  the 
•  .\-  uangc  of  money,  either  for  other  money  or  for  bills  of  exchange, 
nii>  itninutare.     But  about  the  end  of  the  first  century,  a  word 
i  tnnhio  (ire,  or  are),  made  its  appearance  in  Columella  and  Siculus 
I'lacciis,  meaning  to  exchantje.    It  gradually  came  into  general 
iisi?:  it  appears  in  Apuleius,  Charisius,  and  Priscian:  and  in  the 
(roiirs(»  of  the  middle  ages  completely  su})erseded  jiermufnre,  in  its 
meaning  of  exchange  in  general,  and  particularly  as  applied  to  the 
excliange  of  money  for  money  and  bills.     The  words  Camhitor, 
Cambiator,   Campsor,  gradually  superseded    Argpyitarius,  Num- 
muJarius,  Mensarius.    The  Koman  Argentarii,  as  we  have  seen, 
originally  invented  Bills  of  Exchange  on  their  Foreign  corres- 
pondents ;  and  in  the  middle  ages,  when   the   word   Cambitm' 
superseded  Argentarius,  these  Bills  were  called  Lifterce  Cambiiorif/;, 
and  when  the  word  Bancherius  was  used  as  synonymous  with 
Cambitor,  Liittra^.  Banrales. 

On  the  Meaning  of  the  word  Bank. 

7.  We  shall  find  that  it  is  indispensable  to  a  clear  under- 
standing of  the  subject  we  are  going  to  consider,  to  ascertain  tho 
true  meaning  of  the  words  Bank  and  Banker. 

It  is  popularly  supposed^  that  the  word  Bank  comes  from  the 
ItaUan  word  banco,  a  bench,  or  table,  because  the  money  dealers 
or  money  changers,  kept  their  money  piled  on  benches  or  tables, 
whence  it  is  said  they  were  called  banchieri.  It  is  also  said  that 
when  they  failed,  their  bench  was  broken  up  {banco  rotto),  hence 
our  bankrupt. 

Nevertheless,  there  can  be  no  possible  doubt  but  that  this 

>  OUbctrrs  Practienl  Treatise  (m  Banking.,  Vol,  1,  p,  1. 
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derivation  is  a  pnre  delusion  :  for  the  money  changers,  as  such, 
were  never  called  hanchieri  in  the  Middle  Ages. 

We  shall  now  shew  what  the  real  meaning  of  Bank  is,  not  only 
in  Itahan,  bnt  as  it  was  understood  in  English,  when  it  was  first 
nsed,  as  applied  to  money  dealing. 

Moratori  after  noticing  the  absurd  derivation  of  banco  ftorxk 
abacus  says^ — "To  me,  on  the  contrary,  the  word  seems  to  have 
come  from  the  Gennan  Bancky  which  is  a  very  ancient  word  in 
that  language,  as  John  Schiiter  notices." 

So  also  says  Ducange^ — "  Bank  is  therefore  of  Franco-German 
or  Saxon  origin;  no  other  is  to  be  sought  for." 

There  is  no  doubt  whatever  that  these  learned  authors  are 
perfectly  correct.  The  true  original  meaning  of  Banco  is  a  heap, 
or  mound,  and  this  word  was  metaphorically  applied  to  signify  a 
common  fund,  or  joint  stock,  formed  by  the  contributions  of  a 
multitude  of  persons,  and  we  will  now  explain  how  it  arose. 

The  Roman  State  made  it  a  cardinal  maxim  of  their  policy  never 
to  carry  on  more  than  one  war  at  once.  The  Cifcy  of  Venice  in 
1171,  carried  on  a  simultaneous  war  wnth  the  Eastern  and 
the  Western  Empires.  The  Republican  finances  were,  as  might 
naturally  be  expected,  in  a  state  of  great  disorder,  and  the  Great 
Council  decided  upon  raising  a  forced  loan.  Every  citizen  was 
obliged  to  contribute  the  hundredth  part  of  bis  possessions  to  the 
necessities  of  the  State,  \x\)oxi  payment  of  interest  at  the  rate  of 
5  per  cent.  The  public  revenues  were  mortgaged  for  the  payment 
of  the  interest,  and  Commissioners  were  appointed,  called  the 
Camera  deyli  LnpreMij  for  managing  the  payment  of  the  interest 
to  the  fundholders,  and  transferring  the  stock.  Such  a  loan  has 
several  names  in  Italian,  such  as  Comperay  Mutuo,  but  the  most 
common  is  Monky  a  joint  stock  fund.  This  loan  in  1173,  was 
called  the  Monte  vecchio;  and  in  course  of  time  several  other 
loans  were  contracted,  two  of  which  w^re  called  the  Monte  nuovo 
and  the  Monte  nuovissimo.  In  exchange  for  the  sums  contributed 
by  the  citizens,  the  Commissioners  gave  them  stock  certificates 
bearing  interest,  which  they  might  sell  or  transfer  to  any  one  else, 
and  the  Commissioners  kept  an  office  for  the  transfer  of  the  stock 
and  the  pajrment  of  the  dividends. 

At  this  period  the  Germans  were  masters  of  a  great  part  of 
Italy,  and  the  German  word  Banck  came  to  be  used,  as  well  as 

I  Anlifj.  Hoi.:  Med.  J^v.,  Vol.  FI.,  p.  1148.    *  Afcd.  et  Iiifim.  La(.  Lex.  &.  V.  Baneut. 
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its  Italian  equivalent  Monte,  and  was  Italianised  into  Banco,  and 
tlie  loans  or  public  debts  were  called  indifferently  Monti  or  Bancbi. 

Thus  an  English  writer,  Benbrigge,  whom  we  shall  quote  further 
on,  in  1646,  speaks  of  the  "  three  Bankes"  at  Venice,  meaning 
the  three  public  loans,  or  Monti. 

So  a  recent  eminent  Italian  writer.  Count  Cibrario,  says^ — 
"  Regarding  the  theory  of  Credit,  which  I  have  said  was  invented 
by  the  Italian  cities,  it  is  known  that  the  first  Bank,  or  Public 
Debt,  was  erected  at  Venice  in  1171.  In  the  I8th  century  paper 
money  is  mentioned  at  Milan:  the  credit  was  paid  oflp.  A  Monte, 
or  Public  Debt  was  established  in  Florence,  in  1336. 

"  At  Genoa,  during  the  wars  of  the  14th  century,  the  Bank  of 
St.  George  was  established,  formed  of  the  creditors  of  the  State." 

So  in  Florio  and  Torriano*s  Italian  Dictionary,  1659,  it  says — 
"  Monte — a  standing  Bank,  or  Mount,  of  money,  as  they  have  in 
divers  cities  of  Italy,  namely  in  Rome  or  Genoa." 

We  have  said  enough,  we  think,  to  shew  that  Banco  in  Italian 
means  a  fund  formed  by  several  contributions;  and  the  Bank  of 
Venice  was  in  reality  the  origin  of  the  Funding  System,  or  the 
system  of  Public  Debts,  it  did  not  for  many  centuries  do  any  of 
what  we  call  banking  business. 

8.  The  meaning  of  the  word  Bank  was  the  same  in  English 
when  it  was  first  introduced — 

Thus  Bacon  says^ — "  Let  it  be  no  Bank,  or  common  stock,  but 
every  man  may  be  master  of  his  own  money." 

Gerard  Malyues  speaks^  of  "Mons  Pietatisor  Bank  of  Charity"; 
and  says — "In  Italy  there  are  Montes  Pietatis,  that  is  to  say, 
Mounts  or  Banks  of  Charity." 

So  Benbrigge  in  his  Usura  accommodata,  published  in  1646, 
says — "For  their  rescue  may  be  collected  Mons  Pietatis  sive 
Cluiritatis,  or  Banke  of  Piety  or  Charity ,  as  they  of  Trent  fitly  call 
it."  Again — "  For  borrowers  in  trade  for  their  supply,  as  their 
occasion  shall  require,  may  be  erected  Mons  Negotiationis  or 
Banke  of  Trade"  He  also  quotes  from  Tolet,  another  writer, 
who  speaks  of  two  kinds  of  banks,  namely  "  MoNsfidei,  or  Banks 
of  Trust,  which  Clement  XII.  instituted  at  Rome — he  that  put 
his  money  into  this  Banke  was  never  to  take  it  out  again,"  for 

'  DeUa  Economka  Politica  dd  medio  evo,  p.  680. 
'  Essay  on  Usury.        '  Lex  Merratoria^  Part  u.,  ch,  18, 
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which  the  investor  received  7  per  cent,  interest,  like  the  original 
Bank  of  England  stock.  He  also  speaks  of  Mons  RecuperationiB, 
or  Banke  of  Recovery y  of  which  the  interest  was  12  per  cent. 
The  difference  between  these  two  was  that  between  perpetual  and 
terminable  annuities,  where  the  higher  interest  of  the  latter  is, 
in  fact,  repayment  of  the  capital  by  instalments. 

In  the  time  of  Cromwell,  some  proposals  were  made  for  erecting 
public  Banks.  Samuel  Lambe,  a  London  merchant,  in  1658, 
recommending  them,  says — "  A  Bank  is  a  certain  number  of  suf- 
ficient men  of  estates  and  credit,  joined  together  in  Joint  Stocky 
being  as  it  were  the  general  cash  keepers,  or  treasurers  of  that  place 
where  they  are  settled,  letting  out  imaginary  money  (i.  e,,  Credit) 
at  interest  at  £2^  or  £3  per  cent,  to  tradesmen^  or  others  that 
agree  with  them  for  the  same,  and  making  payment  thereof  by 
assignation,  and  passing  each  man's  account  from  one  to  another, 
with  much  facility  and  ease." 

So  Francis  Cradocke,  a  London  merchant,  who  strongly 
advocated  the  introduction  of  Banks  into  England,  and  who  was 
appointed  a  member  of  the  Board  of  Trade  by  Charles  IL,  says^ — 
"  A  Banke  is  a  certain  number  of  sufficient  men  of  Credit  joyned 
together  in  a  stock,  as  it  were,  for  keeping  several  men's  cash  in 
one  Treasury,  and  letting  out  imaginary  money  at  interest,  for  3 
or  more  in  the  hundred  per  annum,  to  tradesmen  or  others  that 
agree  with  them  for  the  same,  and  making  pa;^ment  thereof  by 
assignation,  passing  each  man's  accompt  from  one  to  another,  yet 
paying  little  money."  And  be  says — **  that  the  aforesaid  Bankes 
may  furnish  another  petty  Bank  (or  Mount)  of  Charity." 

So  William  Potter  says**^ — **  Towards  the  obviating  of  these  last 
inconveniences,  arose  that  admirable  invention  of  a  Banke,  which 
(in  short)  is  no  other  thing  than  a  transmitting  of  the  ownership  of 
money  (deposited  in  a  public  Treasury  and  secured  there  by  pubhc 
authority)  from  hand  to  hand  by  assignation  only  without  the 
danger  and  trouble  of  keeping,  carrying,  or  telling  it." 

So  also  in  a  little  tract  entitled  "  A  discourse  concerning  Banks," 
1697,  and  supposed  to  be  by  a  Director  of  the  Bank  of  England,  it 
says  there  are  three  kinds  of  Banks,  the  first  for  the  mere  deposit 
of  money,  the  second  for  profit — "  The  Banks  of  the  second  kind, 

*  An  expedient  for  taHncf  airw/  all  impositions^  and  raising  a  revenue  tcithout 

taxes,  l/y  erectinxf  Banks  for  the  encouragement  of  trade.     1G60. 

2   Th^,  Kaj  to  Wealth.     1G50. 
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called  in  Italy  Monti,  which  are  for  the  benefit  of  the  income  only, 
are  the  Banks  of  Rome,  Bolonia,  and  Milan.  These  Banks  were 
made  up  of  a  number  of  persons  who,  in  time  of  war,  or  other 
exigences  of  State,  advanced  sums  of  money  upon  fnnds  granted  in 
perj)€tmim,  but  redeemable." — "The  third  kind  of  Banks  which 
are  both  for  the  convenience  of  the  public,  and  the  advaiitage  of 
the  undertakers,  are  the  several  Banks  of  Naples,  the  Bank  of 
St.  George,  at  Genoa,  and  one  of  the  Banks  of  Bolonia.  These 
Banks  having  advanced  sums  of  money  at  their  establishment,  did 
not  only  agree,  for  a  fund  of  perpetual  interest,  but  were  allowed 
the  privilege  of  keeping  cash."  The  Bank  of  England  was  of 
this  last  sort. 

So  also  Eveljm^  speaks  of  the  "  Monte  diTiet^  at  Padua,  where 
there  is  a  continual  Bank  of  money  to  assist^the  poor." 

So  also  Blackstone  says* — ^'^  At  Florence,  in  1844,  Government 
owed  £60,000,  and  being  unable  to  pay  it,  formed  the  principal 
into  an  aggregate  sum,  called  metaphorically,  a  Mount,  or  Bank.^* 

There  has  only  been  one  instance  in  this  country  of  a  Bank 
which  did  not  receive  deposits  in  cash.  Soon  after  the  Bank  of 
England  was  founded,  a  company  of  persons  united  to  advance  a 
million  to  Government,  and  they  were  incorporated  as  the  "  Million 
Bank."  This  company  existed  till  nearly  the  end  of  the  last 
century,  and  it  resembled  the  original  Bank  of  Venice. 

Now  the  essential  feature  of  all  these  "Banks"  was  this,  that 
a  number  of  persons  placed  their  money  in  them,  and  received 
Credit,  or  a  Promise  to  pay  in  exchange:  and  the  very  essence  of 
"banking"  is  to  receive  money  and  give  in  exchange  for  it  an 
Obligation,  or  Credit,  or  Debt. 

The  Bank  of  England  was  formed  in  a  similar  manner  of  a 
company  of  persons  who  advanced  a  sum  of  money  to  Government, 
and  received  in  exchange  for  it  an  Annuity.  This  was  the  founda- 
tion of  our  regular  National  Debt:  and  to  the  present  day  the 
Funds  are  technically  called  "  Bank  Annuities." 

On  the  Definition  of  a  Banker. 

9.  We  have  still  one  more  important  misconception  to  clear 
away.  Nothing  can  be  more  erroneous  than  the  common  idea  as 
to  the  business  of  a  banker.      We  might  have  expected  that 

»  Diary,  Vd.  I.,  p.  211.  »  Vol.  L,  p.  S22.    £err'$edii. 
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Oilbart  would  have  been  able  to  describe  his  own  business,  but 
his  account  is  an  utter  fallacy.  He  says  ^ — "  A  banker  is  a  dealer 
in  capital,  or  more  properly  a  dealer  in  money.  He  is  an  inter- 
mediate party  between  the  borrower  and  the  lender.  He  borrows 
of  one  party  and  lends  to  another;  and  the  difference  between  the 
terms  at  which  he  borrows  and  those  at  which  he  lends,  forms  the 
source  of  his  profit." 

And  so  says  a  Committee  of  the  House  of  Commons* — The  use 
of  money,  and  that  only,  they  regard  as  the  province  of  a  bank, 
whether  of  a  private  person,  or  of  the  banking  department  of  the 
Bank  of  England." 

Both  these  extracts  shew  a  profound  misconception  of  the  nature 
of  the  business  of  a  banker. 

In  former  times  there  were  many  persons  who  acted  as  inter- 
mediaries between  persons  who  wanted  to  lend  and  those  who 
wanted  to  borrow.  They  were  called  Money  Scriveners.  But 
nobody  ever  thought  of  calling  a  money  scrivener  a  banker. 

At  the  present  day,  a  firm  of  Attorneys,  or  Solicitors,  in  large 
practice,  may  have  some  clients  who  wish  to  lend  money  on 
mortgage,  and  at  the  same  time  they  may  have  other  clients  who 
wish  to  borrow  money  on  mortgage.  The  first  set  may  entrust 
their  money  to  the  firm  to  lend  to  the  second  set.  Thus  the  firm 
would  act  as  intermediaries  between  those  who  want  to  lend  and 
those  who  want  to  borrow.  But  no  one  would  call  them 
**  bankers "  because  they  did  this.  They  would  merely  act  as 
Trustees  of  the  money.  They  do  not  acquire  any  property  in  the 
money,  so  as  to  be  able  to  appropriate  it  to  their  own  purposes. 
On  the  contrary,  it  is  only  entrusted  to  their  custody  for  the 
express  purpose  of  being  applied  in  a  certain  way.  The  actual 
property  in  the  money  passes  direct  from  the  lender  to  the  bor- 
rower, through  the  medium  of  the  trustees,  and  if  these  latter 
appropriated  it  to  their  own  purposes,  they  would  be  liable  to  be 
punished  for  embezzlement. 

Neither  are  persons  who  lend  out  their  own  money,  bankers. 
Those  who  have  aish  at  command  may  invest  it  in  the  purchase 
of  commercial  bills,  or  in  any  other  way.  There  are  many  who 
trade  in  this  way,  but  they  are  called  BUI  Biscounkrs,  not 
Bankers. 

'  A  practicfU  treatise  on  Banking^  Vol.  1,  p.  2. 
*  Ucport  from  the  iklcct  Committee  on  the  Bank  Act^  1858,  p,  24. 
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The  Italians  were  the  founders  of  modem  money  dealing, 
and  among  them  there  were  three  different  kinds  of  trading  in 
money — 

1.  Those  who  excha)iged  money:  they  were  called  Speciarii^ 
Nummulariiy  Campsores,  Argenlarii,  and  TrapeziUe, 

2.  Those  who  lent  out  money  for  profit ;  they  were  called 
Danistity  CoUybista,  and  Mutuatores. 

8.  Those  who  received  money,  and  in  exchange  for  it  gave 
bills  of  credit,  or  letters,  or  drafts,  on  their  correspondents  in  other 
towns:  these  last  were  called  Gamhiatores  and  Banchiebi. 

Thus  Graliani  says^ — "All  this  paper  credit  originated  from  a 
dejx)sit,  or  a  loan  made,  or  from  a  Joint  Stock  Company  " — "  Banks 
began  when  men  saw  from  experience  that  there  was  not  sufficient 
money  in  specie  for  great  commerce  and  great  enterprises." 

"  The  first  Banks  were  in  the  hands  of  private  persons,  with 
whom  people  deposited  money,  and  frx)m  whom  they  received 
Bills  of  Credit,  and  who  were  governed  by  the  same  rules  as  the 
public  Banks  now  are.  And  thus  the  Italians  have  been  not  only 
the  fathers,  and  the  masters,  and  the  arbiters  of  commerce;  so 
that  in  all  Europe  they  have  been  the  depositaries  of  money,  and 
are  called  Bankers." 

So  Genovesi  says^ — "  These  Monti  were  at  first  administered 
with  scnipulous  fidelity,  as  are  aU  human  institutions  made  in  the 
heat  of  virtue.  From  which  it  came  to  pass  that  many  placed 
their  money  in  deposit,  and  as  a  security  received  paper,  which 
was  called,  and  is  still  called.  Bills  of  Credit.  Thus  private  banks 
were  established  among  us,  whose  Bills  of  Credit  acquired 
gradually  a  great  circulation,  and  increased  the  quantity  of  sigP3 
and  the  velocity  of  Commerce." 

"  The  Bill  of  Exchange  is  called  draion  by  him  who  sells  it, 
and  is  called  remitf4*d  on  the  part  of  the  correspondent  who  must 
pay  it.  Those  who  make  this  their  special  1)nsine88  are  called 
Cambists,  and  Bankers  in  the  language  of  the  great  commerce 
of  Europe."  3 

So  the  Encyclopedia  Methodiqtie,  Paris,  1789,  says,  Banking. 
"  The  traffic  or  commerce  in  money,  which  is  remitted  from  place 
to  place,  from  one  city  to  another  by  correspondents  and  agents 
by  means  of  Bills  of  Exchange." 

*  Delia  MonetOf  p.  823.  '  DdU  Lezioni  di  Economica  civile.  Part  II.,  ch.  5,  ^  5. 

'  Ibid,,  ch.  11,^3.    This  work  also  contains  much  asefiil  informaUon  cm 

Paper  Credit. 
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The  essential  feature  of  a  "Banker"  is  this,  that  when  bis 
customers  place  money  with  him,  it  becomes  his  absolute  property, 
to  deal  with  as  he  pleases,  and  he  is  in  no  way  accountable  to 
them  for  the  purposes  he  applies  the  money  to.  The  customers 
of  a  banker  cede  to  him  absolutely  the  property  in  their  money, 
and  receive  in  exchange  for  it  the  Eight  to  have  an  equal  sum 
paid  back  on  demand.  A  banker  therefore  is  not  the  Trustee  of 
his  customers,  but  simply  their  Debtor. 

And  this  was  always  regarded  as  the  essential  feature  of 
"banking."  Marquardus  says^ — "And  by  'banking'  is  meant 
a  certain  species  of  trading  in  money,  under  the  sanction  of 
public  authority,  in  which  money  is  placed  with  bankers  (who 
are  also  called  Cashiers  and  Depositaries  of  money)  for  the 
security  of  Creditors  and  the  convenience  of  Debtors,  in  such  a 
way  that  the  Property  in  the  money  passes  to  them  ;  but  always 
on  this  condition  understood,  that  any  one  who  places  his  money 
with  them  may  have  it  back  whenever  he  pleases." 

Thus  a  "  Banker  "  buys  money  with  his  Credit;  and,  moreover, 
when  he  buys  commercial  debts,  he  always  does  it  by  his  Credit 
also,  and  not  by  cash.  And  this  is  the  essential  distinction 
between  a  Bill  Discounter  and  a  Banker,  that  the  former  buys 
bills  with  cash,  and  the  latter  with  his  own  Credit.  Hence,  when 
a  Bill  Discounter  has  invested  all  the  cash  in  his  possession,  either 
his  own  or  what  others  have  placed  with  him,  in  this  way  he  is 
at  the  end  of  his  resources.  But  a  Banker  always  buys  com- 
mercial debts  with  his  own  Credit,  or  with  his  "  promise  to  pay," 
and  experience  shows  that  his  Credit  may  exceed  several  times 
the  cash  in  his  possession.  Authorities  differ  as  to  how  many 
times  the  quantity  of  his  credit  may  safely  exceed  the  quantity  of 
his  cash,  and  it  may  differ  in  different  localities,  and  methods  of 
doing  business;  but,  at  all  events,  it  may  do  so  several  times. 
Thus,  the  business  of  banking  is  essentially  to  create  Credit. 
This  Credit,  of  course,  is  made  payable  in  money,  but  in  practice 
it  is  very  rarely  actually  paid  in  money.  We  have  shewn  above 
that  a  mutual  release  of  debts  is  ahsolutely  equivalent  to  a  reciprocal 
payment  of  debts ;  and,  by  the  great  modern  banking  system,  the 
enormously  greater  proportion  of  banking  credit  is  extinguished 
by  mutual  releases  of  debts. 

The  following  is  a  true  definition  of  a  "  Banker  " — 

'  Dc  jure  mcrcatonimy  Lib.  J  I.,  ch.  12,  §  13. 
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A  Banker  is  a  trader  who  buys  Money,  or  Money  and  Debts, 
by  creating  other  Debts. 

A  banker,  then,  is  a  trader  who  keeps  an  open  shop  for  the  sale 
of  Credit:  he  may,  it  is  true,  add  other  species  of  money  dealing 
to  his  business;  but  the  above  is  the  essential  definition  of 
'*  Banking."  The  first  business  of  a  banker  is  not  to  lend  money 
to  others,  but  to  collect  monejfrom  others. 

On  the  Currency  Principle. 

« 

10.  The  express  function  of  a  Bank,  as  we  have  seen  in  the 
preceding  section,  being  to  create  credit,  a  doctrine  of  considerable 
importance  has  been  maintained  by  several  writers  of  influence  in 
recent  times,  to  which  we  must  now  advert,  as  most  discussions  on 
banking,  for  several  years  have  been  ftill  of  it. 

We  have  shown,  in  a  subsequent  chapter,  that  the  Chinese  were 
the  inventors  of  paper  money,  and  that  when  the  Government  had 
brought  the  country  to  a  state  of  the  deepest  distress  by  their 
extravagant  issues  of  paper  money,  a  writer  sighed  for  the  day 
when  no  paper  was  issued  except  in  exchange  for  specie — "Then," 
says  he,  "  it  was  ordered  that  at  the  offices  of  the  rich  merchants 
who  managed  the  enterprise,  when  notes  were  paid  in  the  money 
came  out,  when  the  bills  come  out  the  money  went  in.  The 
money  was  the  mother,  the  note  was  the  son.  The  son  and  the 
mother  were  reciprocally  exchanged  for  each  other." 

This  doctrine,  put  forth  in  the  year  1309  by  a  Chinese  writer, 
is  the  Currency  Principle.  It  is  this — that  when  a  Bank  is 
permitted  to  issue  Notes,  the  Notes  ought  to  be  exactly  equal  to 
the  specie  paid  in,  and  that  the  sole  duty  of  the  Bank  in  such  a 
case  is  to  exchange  specie  for  paper,  and  paper  for  specie;  and 
that  the  quantity  of  paper  in  circulation  should  always  fluctuate 
in  quantity,  exactly  as  specie  would  do  if  there  were  no  paper. 
Those  writers  in  recent  times  who  maintain  this  doctrine  aver 
that  any  paper  issued  in  excess  of  this  principle  causes  a  depre- 
ciation of  the  currency.  The  next  enunciation  of  it  that  we  are 
aware  of  is  by  John  Law,*  who  says — "  Some  are  against  all  banks 
where  money  does  not  lie  pledged  equal  to  the  credit." 

It  was  upon  this  principle  that  the  Banks  of  Venice,  Amster- 
dam, and  Hamburgh  were  constructed.    These  places  were  the 

1  Mmey  and  Trade  considcredj  p,  73,  edit,  1755. 
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^^igvupot  uf  i.  p%ai  fareign  onrmrterpfc,  and.  as  a  nmiairal  oon- 
•ifiitftnrj!:.  la  imziriaibe  cjiufizitirr  of  vxz.  of  iJI  nans,  of  dUEareol 
ttfttuiTAt*  tmd  tkiKimiiaiiUoii&.  -vas  lra:u:i:  la-  trie  foreumETB  vbo 
s»Mfr«»ic  u»  a**3iL.  Tiieet  wiitf  vere,  noreorer.  pvsaihr  dJipfiDd, 
fiufV  tiX'd  tiiniinwtrfjdL  TLi§  derradfetd  B£&:«e  of  iht  cnrrezit  ann 
pruQUc^  iuv^kfhlue  in^rxireLiffn^se,  di»:rder,  and  ocmfiDBiaD  anKNi^ 
tSi^sraxairjE.  whfx,  vbto  lL^j  had  u»  make  or  reodre  pajment  of 
Wiejf  vlljt.  iibd  v>  ofFtT  or  rt^jeire  a  barfta]  of  all  aoriE  of  diffexent 
«9(iJiuiL  Tii*r  wfCLk-iiieLi  of  tLtcse  bnifc,  tiierefore,  inrolTed  perpetual 
dJiQn^A — ^vLi'ii  <x>iiis  were  to  be  receired,  and  whidi  were  not* 
aoid  k;«  iixu'jsi.  esidb  vae  to  ooimt  for.  In  cff^der  to  remedy  this,  ic 
W.»Ujfe  ^':jvjIjiWjT  neoesaarr  ti^at  some  fixed  imifonn  standazd  of 

0  » 

ydjiiMiSjX  ^^rSA  r^e  devised,  to  insure  regnlarit j  and  a  just  diachai^ 
^  ^fjL  Iii  order  to  do  this,  the  magistrates  of  these  cities 
iuri.t'UVjd  a  Bazii:  of  h^jsiiy  in  which  ereiT  merdiant  placed  all 
iuub  <>^JijUb  gf  differenl  weights  and  nations.  These  were  all  weighed 
nAid  the  \ASik  ^\f:  him  credit,  either  in  the  fcHm  of  notes,  or  an 
eutrr  in  their  Ixioks,  exactly  corresponding  to  the  real  amount  of 
tt^i;  buJJioii  depfjsited.  The  owner  of  this  credit  was  entitled  to 
lure  a  certain  qoantitj  of  gold  of  fhll  weight  on  demand.  These 
cr*i3djt»i,  therefore,  always  insured  a  uniform  standard  of  payment; 
aud  it  wa>i  enact/rd  that  all  bills  ujx^n  the  respective  cities,  above 
a  i%inix\n  amount,  hhuuJd  be  paid  in  these  credits,  which  were 
<;ai]';d  bduk  money.  The  consequence  was  evident:  as  this  bank 
money  v. an  always  exchangeable  for  money  of  full  weight  on 
d/^mand,  it  was  always  at  a  premium,  or  agiOy  as  compared  with 
the  current  money.  The  difFerence  was  usually  from  5  to  9  per 
fx'nt.  in  the  di ill- rent  cities.  The  expression,  a{]w,  or  premium,  is 
hkely  U>  mislcju],  because  it  is  evident  that  it  was  the  bank  money 
that  was  the  true  standard,  and  the  current  money  that  was  at  a 
disc'>unt.  These  hanks  professed  to  keep  all  the  coin  and  bullion 
in  their  vaults.  They  made  no  use  of  them  in  the  way  of  business, 
OS  by  way  of  discounting  bills.  Thus  the  credit  created  was  exactly 
e(jual  to  the  specie  deposited,  and  their  sole  business  was  to 
exchange  specie  for  paper,  and  paj^er  for  credit. 

They  were  examples  of  the  Currency  Principle,  and  they 
are  the  models  to  which  many  persons  would  wish  to  see  all  banks 
reducxid,  and  we  shall  sec  that  they  maintain  that  paper  should 
(iuctuate  in  (piantity  exactly  as  a  metallic  cuiTency  would  do  if 
there  were  no  paper;  and  that  if  paper  is  substituted  for  specie,  it 
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can  only  maintain  an  equality  of  value  with  specie,  by  being 
exactly  equal  in  quantity  to  what  the  specie  would  have  been  if 
there  were  no  paper. 

These  Banks  were  of  no  further  use  to  commerce  than  that  they 
served  as  a  safe  place  to  keep  money,  and  they  insured  a  uniform 
standard  of  payment.  They  made  no  profits  by  their  business, 
but  those  who  kept  their  accounts  with  them  paid  certain  fees  to 
maintain  the  establishment. 

We  shall  not  here  discuss  the  soundness  of  this  currency 
principle,  our  only  object  is  to  state  to  our  readers  clearly  what 
it  is.  Many  writers  of  the  greatest  influence,  such  as  Colonel 
Torrens,  Lord  Overstone,  and  others,  maintain  that  this  principle 
ought  to  be  applied  to  all  Banks,  and  that  they  should  not  be 
permitted  to  create  any  notes  in  excess  of  their  bullion. 

Mill  says — "Further  consideration  shewed  that  the  uses  of 
money  are  in  no  respect  promoted  by  increasing  the  quantity 
which  exists  and  circulates  in  a  country,  the  service  which  it 
performs  being  as  well  rendered  by  a  small  as  by  a  large  aggregate 
amount."  The  slightest  experience  will  show  that  this  dogma  is 
utterly  unfounded.  Does  it  never  happen  that  an  increased  supply 
of  money  can  benefit  a  country  ?  One  of  the  acknowledged  wants 
of  Ireland  at  the  present  day  is  want  of  capital;  every  one  admits 
that  the  introduction  of  fresh  capital  would  be  of  the  greatest 
service  to  Ireland. 

He  says  ^ — "  Another  of  the  fallacies  from  which  the  advocates 
of  an  inconvertible  currency  derive  support,  is  the  notion  that  an 
increase  of  the  currency  quickens  industry.  This  idea  was  set 
afloat  by  Hume,  in  his  Essay  on  Money,  and  has  had  many 
devoted  adherents  since."  Not  only  is  the  doctrine  which  Mill 
here  derides  indubitably  true,  though  it  is  not  an  argument  in 
favour  of  an  inconvertible  paper  money,  but  it  had  many  devoted 
adherents  long  before  Hume  was  bom,  as  every  one  acquainted 
with  Economical  literature  knows  well  enough. 

He  then  says — "  The  substitution  of  paper  for  metallic  currency 
is  a  national  gain,  any  further  increase  of  paper  beyond 

THIS  IS  BUT  A  FORM  OF  ROBBERY. 

^'  An  issue  of  notes  is  a  manifest  gain  to  the  issuers,  who,  until 
the  notes  are  returned  for  payment,  obtain  the  use  of  them  as  if 
they  were  real  capital;  and  so  long  as  the  notes  are  no  permanent 

*  B,  IU.I  c.  18,  §  5. 
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addition  to  the  cnrrency,  bat  merely  sapersede  gold  or  silver  to  the 
same  amonnt,  the  gain  of  the  issuer  is  a  loss  to  no  one;  it  is  ob- 
tained by  saving  the  commnnity  the  expense  of  the  more  costly 
material.  Bat  if  there  is  no  gold  or  silver  to  be  superseded — if 
the  notes  are  added  to  the  carrency,  instead  of  being  substituted 
for  the  metallic  part  of  it — all  holders  of  currency  lose  by  the 
depreciation  of  its  value,  the  exact  equivalent  of  what  the 
issuer  gains." 

Again  he  says* — "When  metallic  money  had  been  entirely 
superseded  and  expelled  from  circulation,  by  the  substitution  of 
an  equal  amount  of  bank  notes,  any  attempt  to  keep  a  stUl  further 
quantity  of  paper  in  circulation  must,  if  the  notes  are  convertible, 
be  a  complete  failure.  The  new  issue  would  again  set  in  motion 
the  same  train  of  consequences  by  which  the  gold  coin  had  already 
been  expelled.  The  metals  would,  as  before,  be  required  for  ex- 
portation, and  would  be  for  that  purpose  demanded  from  the  banks 
to  the  full  extent  of  the  superfluous  notes,  which  thus  could  not 
possibly  be  retained  in  circulation." 

We  desire  to  call  particular  attention  to  these  dogmatic 
assertions  of  Mill,  and  especially  to  the  fact  that  he  brands  as 
robbery  any  creation  of  notes  beyond  the  quantity  substituted 
for  specie.  We  shall  now  give  an  actual  exposition  of  the 
practice  of  banking,  and,  perhaps  the  admirers  of  Mill  may  be 
surprised  to  find  what  he  brands  as  robbery,  and  whom  he  brands 
as  robbers. 

On  the  Mechanism  of  Banking. 

11.  Banks  of  the  nature  of  those  of  Venice,  Amsterdam,  and 
Hamburg,  never  existed  in  England,  and  we  mast  now  explain  the 
mechanism  of  that  great  system  of  commerce  in  Debts,  Credits, 
or  Choses-in-adion,  called  "  Banking,"  as  it  has  been  carried  on 
in  this  country. 

It  was  during  the  civil  war,  as  we  have  explained  in  a  sub- 
sequent chapter,  that  the  Goldsmiths  of  London  first  began  to 
receive  the  cash  of  the  merchants  and  country  gentlemen  for  safe 
custody,  on  condition  of  repaying  an  equal  amount  on  demand. 

Now  this  money  was  not  placed  in  their  hands  to  be  locked 
away  idle  in  their  cellars,  as  plate  and  jewelry  are  often  entrusted 

»  B.  m.,  c.  22,  §  3. 
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to  their  care  as  a  Depositum,  and  to  be  restored  in  specie.  On 
the  contrary,  the  Goldsmiths  not  only  agreed  to  repay  it  on  demand, 
but  to  pay  6  per  cent,  per  annum  for  the  use  of  it.  Consequently, 
to  enable  them  to  do  that,  it  necessarily  became  their  Property,  to 
trade  with  as  they  thought  best. 

We  have  already  shewn  that  this  was  from  the  first  the  essential 
distinction  of  a  **  banker."  He  was  not  like  the  Treasurer  of  a 
public  fand,  or  an  attorney,  or  a  money  scrivener,  the  Trustee  of 
the  money,  but  the  absolute  Property  in  it  was  ceded  to  him. 

There  is  so  much  misapprehension  on  this  point,  and  as  even 
the  usual  language  employed  in  speaking  of  banking  business,  seems 
to  imply  that  money  placed  with  a  banker  still  belongs  to  the 
customer,  we  may  quote  the  words  of  Lord  Cottenham,  C,  in 
giving  judgment  in  a  case  in  the  House  of  Lords ^ — *^  Money, 
when  paid  into  a  bank,  ceases  altogether  to  be  the  money  of  the 
principal:  it  is  then  the  money  of  the  banker,  who  is  bound  to 
return  an  equivalent  by  paying  a  similar  sum  to  that  deposited 
with  him,  when  he  is  asked  for  it.  The  money  paid  into  the 
banker's,  is  money  known  by  the  principal  to  be  placed  there  for  the 
purpose  of  being  under  the  control  of  the  banker;  it  is  then  the 
banker's  money:  he  is  known  to  deal  with  it  as  his  own:  he  makes 
what  profit  of  it  he  can:  which  profit  he  retains  to  himself,  paying 
back  only  the  principal,  according  to  the  custom  of  bankers  in 
some  places;  or  the  principal  and  a  small  rate  of  interest,  according 
to  the  custom  of  bankers  in  other  places.  The  money  placed  in 
the  custody  of  a  banker  is  to  all  interests  and  purposes  the  money 
of  the  banker,  to  do  with  it  as  he  pleases:  he  is  guilty  of  no  breach 
of  trust  in  employing  it:  he  is  not  answerable  to  the  principal  if 
he  put  it  into  jeopardy,  if  he  engages  in  a  hazardous  speculation: 
he  is  not  bound  to  keep  it,  or  deal  with  it  as  the  property  of  the 
principal,  but  he  is,  of  course,  answerable  for  the  amount,  because 
he  has  contracted,  having  received  that  money,  to  repay  the 
principal  when  demanded,  a  sum  equivalent  to  that  paid  into  his 
hands." 

This,  then  is  the  first  source  of  confusion  with  respect  to 
"  banking "  business,  which  must  be  cleared  away.  In  popular 
language  the  money  paid  into  a  banker's  is  called  a  Deposit, 
})ecause  people  believe  that  they  can  have  it  back  again  at  a 
moment's  notice.     But  we  have  already  pointed  out  that  in  a 

1  Foley  T.  mi,  2  H.  L.  Ca8e»,  28. 
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Supposing  that  the  goldsmith  had  £9,000  to  trade  with  as 
above,  most  persons  imagine  that  he  lent  out  that  sum  at  interest; 
if  so,  he  could  only  have  received  interest  on  the  £9,000.  But 
that  is  a  complete  misconception  of  the  nature  of  banking  business. 

The  goldsmiths  found  that  the  most  eligible  method  of  trading 
was  in  discounting,  or  buying  Conmiercial  Debts  in  the  form  of 
Bills  of  Exchange.  These  Bills,  being  payable  in  two  or  three 
months,  their  money  soon  came  back  to  them  with  a  profit. 

It  is  usually  supposed  that  bankers  buy  these  commercial  Debts 
with  Money y  but  that  is  a  complete  misconception  of  the  nature  of 
"  banking."  If  they  had  done  that,  they  could,  in  the  case  sup- 
posed above,  only  have  bought  £9,000  of  bills.  But  "bankers" 
do  not  buy  Bills  with  Money,  but  with  their  Credit.  They 
bought  the  Commercial  Debts  from  their  customer,  and  in  exchange 
for  it  they  created  an  equal  amount  of  Credit  in  their  books,  and 
at  the  same  time  charged  him  with  the  agreed  upon  profit,  which 
at  that  time  was  usually  8  per  cent.  They  found  that  their  Credit 
might  safely  exceed  their  Cash  several  times.  Hence  they  found 
that  they  could  safely  extend  their  Credit  very  far  beyond  the 
limit  of  £9,000.  They  found  that  by  keeping  £9,000  in  their 
cofiers,  they  could  safely  buy  at  least  £40,000  of  Commercial 
Debts,  with  their  own  Credit.  Now,  supposing  the  rate  of 
discount  was  8  per  cent,  per  annum,  and  the  bills  were  at  three 
months,  the  discount  on  this  sum  would  be  £800  ;  and,  con- 
sequently, in  exchange  for  Commercial  Debts  to  the  amount  of 
£40,000,  he  would  create  Credit  against  himself  to  the  amount  of 
£39,200.  But  the  Credit,  or  Liabilities,  he  creates  against 
himself  in  exchange  for  the  Bills,  or  Commercial  Debts,  is  called  a 
Deposit,  equally  as  the  Credit  created  in  exchange  for  Cash. 
Hence,  just  after  purchasing  these  Bills,  his  accounts  would 
stand  thus — 


Liabilities. 
Deposits £49,200 


£49,200 


Assets. 

Cash       £10,000 

Bills  of  Exchange  . . .       40,000 


£50,000 


Now,  by  this  process  the  "  banker  has  added  £39,200  in  Credit, 
to  the  previously  existing  amount  in  Cash  ;  and  his  profit  is  clear, 
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he  gains  8  per  cent,  on  the  £40,000,  and  he  pays  6  per  cent,  on 
the  Cash  which  is  left  with  him. 

Now,  this  is  what  the  business  of  "  banking  "  consists  in,  and 
hence  the  correctness  of  the  definition  of  a  "banker,"  given 
above,  is  man  Test — 

A  Banker  is  a  trader  whose  business  consists  in  buying  Money 
and  Debts,  by  creating  other  Debts. 

Thus  we  see  that  the  essential  and  distinctive  feature  of  a 
**  bank  "  and  a  "  banker,"  is  to  issue  Credit  payable  on  demand, 
and  this  Credit  may  be  put  into  circulation,  as  we  shall  describe 
presently,  and  serve  as  Money. 

Hence  we  see  that  the  business  of  a  "  banker  "  does  not  consist 
in  lending  out  money,  as  is  so  often  supposed,  but  in  buying 
securities  of  different  sorts,  with  Credit.  When  he  sees  that  one 
tenth  in  specie  is  sufficient  to  meet  his  liabihties,  of  course  he  may 
create  liabilities,  or  Credit,  to  the  amount  of  ten  times  the  amount 
of  the  specie  he  has.  He  therefore  buys  bills,  and  creates  liabili- 
ties several  times  exceeding  the  basis  of  bullion  ;  and,  as  he  charges 
exactly  the  same  price  for  this  Credit  as  if  it  were  cash,  it  is  seen 
how  this  Credit  is  Capital  to  him;  and  the  creation  of  such  a 
Credit,  or  Right  of  action  is  an  "  issue,"  or  exitus. 

The  banker  then  having  created  these  Credits,  or  Rights  of 
action,  or  Deposits,  his  customers  might  utilise  them  in  three 
ways:  Ist,  they  may  demand  payment  in  cash :  if  they  do,  the 
banker's  liability  is  extinguished;  2ndly,  the  banker,  if  his  customers 
wished  it,  gave  them  his  Promise  to  pay  such  a  sum  as  they  might 
wish,  on  demand :  this  neither  creates  nor  extinguishes  a  liability, 
it  merely  records  it  on  paper,  for  the  convenience  of  transferring 
it  to  some  one  else.  This  Promise  to  pay  was  at  first  called  a 
Goldsmith's  note,  and  is  now  called  a  Bank  Note.  Srdly,  if  the 
customer  wished  to  make  a  payment,  he  might  write  a  note  to  hfs 
banker  desiring  him  to  pay  the  money  to  some  particular  person, 
or  to  his  order,  or  to  bearer.  These  were  formerly  called  Cash 
Notes,  but  are  now  called  Cheques.  As  in  the  case  of  the  Bank 
Note,  the  Cheque  does  not  create  any  new  Right,  it  merely  records 
on  paper  a  Right  which  already  exists,  and  it  is  used  for  the 
purpose  of  transferring  that  Right  to  some  one  else.  Marius,  who 
wrote  in  1651,  has  a  section  on  the  custom  of  paying  acceptances 
by  means  of  these  Notes, ».  e.,  cheques. 

Hence  it  is  to  be  observed  that  all  Banks  whatever  are  Banks 
T  2 
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of  "  Issue."  The  very  meaning  of  the  word  to  "  bank  "  is  to  "  issue" 
a  Right  of  action,  or  Credit,  in  exchange  for  Money  or  other 
Debts ;  and  when  one©  this  Right  of  action  has  been  "  issued  "  to 
the  customer,  by  writing  it  down  to  the  Credit  of  his  account,  it 
makes  not  the  slightest  difference  in  the  banker's  liabihty,  whether 
he  has  delivered  his  own  promissory  notes  to  his  customer,  or 
whether  he  has  merely  created  the  Credit,  and  given  him  the  right 
to  transfer  it  to  some  one  else  by  means  of  a  Cheque. 

The  relation  in  which  the  banker  and  the  merchant  stand  to 
each  other,  after  the  banker  has  discounted  the  bill  for  the 
merchant,  by  "  issuing  "  a  Credit,  or  Right  of  action,  to  him,  also 
shews  how  indispensably  necessary  an  exact  method  of  statement 
is  required  to  appreciate  the  subject  of  Credit  correctly.  Some 
writers  who  deny  that  Credit  is  Capital,  say  that  if  a  person  holds 
a  Bill  of  Exchange,  it  is  his  property,  and  to  be  added  to  his  other 
property ;  but  that  it  is  to  be  subtracted  fix)m  the  property  of  some 
one  else,  therefore,  upon  the  whole,  it  is  nothing. 

Thus,  Thornton  says^ — ^**  Paper  constitutes,  it  is  true,  an  article 
on  the  credit  side  of  the  books  of  some  men;  but  it  forms  an 
exactly  equal  item  on  the  debit  side  of  the  books  of  others.  It 
constitutes,  therefore,  on  the  whole,  neither  a  de))it  nor  a  credit. 
The  banker  who  issues  twenty  thousand  pounds  in  notes,  and 
lends,  in  consequence,  twenty  thousand  pounds  to  the  merchants 
on  the  security  of  bills  accepted  by  them,  states  himself  in  his 
books  to  be  debtor  to  the  various  holders  of  his  notes,  to  the  extent 
of  the  sum  in  question,  and  states  himself  to  be  the  creditor  of  the 
acceptors  of  the  bills  in  his  possession  to  the  same  amount.  His 
valuation,  therefore,  of  his  own  property,  is  the  same  as  if  neither 
the  Bills  nor  the  Bank  Note  had  any  existence.  Again,  the 
merchants  in  making  their  estimate  of  property,  deduct  the  bills 
payable  by  themselves,  which  are  in  the  drawer  of  the  banker, 
and  add  to  their  estimate  the  notes  of  the  banker  which  are  in 
their  own  drawer,  so  that  the  valuation  hkewise,  of  the  capital  of 
the  merchants,  is  the  same  as  if  the  paper  had  no  existence.  The 
use  of  paper  does  not,  therefore,  introduce  any  principle  of  delusion 
into  that  estimate  of  property  which  is  made  by  individuals.  The 
case  of  gold,  on  the  other  hand,  differs  from  that  of  paper,  inas- 
much as  the  possessor  of  gold  takes  credit  for  that  for  which  no 
man  debits  himself." 

'  An  Enquv-y  into  the  nature  and  ejects  of  the  Paper  Credit  of  Qreat  Britain^p,  20. 
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Now,  in  this  extract  Thornton  has  began  by  making  a  most 
extraordinary  error  for  a  banker.  He  supposes  that  the  banker 
issues  an  amount  of  Notes  equal  to  the  bills  he  discounts.  That 
would  be  as  much  as  saying  that  the  banker  charged  no  discount. 
But  this  is  manifestly  wrong.  The  banker  retaius  the  discount  at 
the  time  of  the  advance,  and,  consequently,  his  property  and  his 
debta  are  not  equal,  but  his  property  exceeds  his  debts  by  the  sum 
charged  as  discount. 

Again,  though  in  a  certain  way,  as  regards  the  individuals 
themselves,  this  mode  of  stating  the  question  has  some  plausibility, 
it  is  clearly  quite  incorrect  as  regards  Economic  science.  The 
merchant  acquires  the  Bill  of  Exchange,  as  property  given  in 
exchange  for  some  goods.  He  sells  that  Property  to  his  banker 
in  exchange  for  the  property  created  by  the  banker,  t.  e.,  the  Bank 
Credit.  Now,  the  Banker  may  put  this  bill  into  circulation,  and 
it  may  effect  exchanges  just  in  the  same  way  as  money,  until  the 
time  for  its  payment  comes ;  and,  also,  the  merchant  may  use  the 
Bank  Credit  as  money,  either  in  the  form  of  Notes  or  Cheques. 
Consequently,  the  Bill  and  the  Bank  Credit  are  each  of  them 
exchangeable  Quantities,  and  may  both  be  in  circulation  at  the 
same  time,  and  perform  many  exchanges  before  they  are  paid  and 
extinguished.  Hence,  each  of  these  Rights  of  action  forms  a  part 
of  the  mighty  mass  of  Circulating  Credit. 

The  merchant  perceiving  an  opportunity  of  making  a  profit 
buys  goods  with  his  promise  to  pay,  or  his  Credit.  He  sells  these 
goods  for  a  higher  price  than  he  paid  for  them,  and  makes  a 
profit ;  consequently  his  Credit  has  been  Capital  to  him :  the 
merchant  who  has  sold  his  goods  in  exchange  for  the  trader's 
promise  to  pay  sells  it  to  his  banker  who  buys  it  with  his  promise 
to  pay  on  demand  and  gains  the  same  profit  by  giving  his  promise 
to  pay  as  if  he  had  given  cash :  and,  consequently,  his  Credit  has 
been  Capital  to  him. 

When  Thornton  says  that  for  every  Credit,  or  Eight  of  action, 
which  is  counted  as  Property  by  one  person,  there  is  some  one 
else  who  must  reckon  it  as  a  Debit,  and  that  in  the  case  of  Oold 
one  person  takes  Credit  for  that  which  no  man  Debits  himself,  it 
is  true  in  a  certain  sense ;  but  it  has  no  bearing  on  Economic 
science.  These  Credits,  or  Eights  of  action,  are  Exchangeable 
Quantities,  precisely  in  the  same  way  that  gold  is,  and  they  have 
Value  for  the  same  reason  that  Gold  has,  and  for  no  other — 
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naxDebr,  that  xbej  can  be  exchanged  for  somKhhig  ^e.  And  Ail 
is  all  with  which  Eoonomic  science  has  to  do.  If  so&d  vas  wt 
exchangeable  it  would  not  be  of  anj  more  use  to  :t»  posKanr  daa 
a  Credit,  or  Bight  of  action.  The  £Mt  that  sooe  ooe  is  boand  t9 
pay  these  Credit  does  not  impede  their  ex'^hangeabiiij :  oa  the 
oontrarr,  it  is  the  verr  thing  whidi  render?  them  DegodaUe. 
exactly  in  the  same  war  that  the  willingnesE  of  persons  go  site 
things  in  exchange  for  gold«  is  the  oqIt  thing  which  makes  gold 
negodabie.  When  the  CTedits  are  p^d  o5  thej  cease  to  exisc  as 
Economic  Qnantities — ^bnt  so  do2s  evenrhine  else  when  it  is 
destroyed.  Bat  that  in  no  way  preTenis  ils  being  as.  Elxehaz^e- 
able  Quantity  while  it  does  exisi. 

12.  The  preceding  considerations  shew  what  a  complece  mis- 
ooncepcion  it  is  of  the  namre  of  banking  to  say  that  linkers  are 
merely  agents  between  persons  who  wish  to  lend  and  prisons  wiio 
wish  to  borrow.  This  is  entirely  tmrme  in  the  ordinary  seoie  of 
the  words  lending  and  borrowings  because  in  the  ordinarj  caie  of 
lending,  the  lender  depriyes  himself  of  the  nse  of  the  capiaJ  he 
lends.  Bat  when  a  person  pays  in  money  to  his  linker  s  it  is  not 
his  intention  to  depirive  himself  of  the  a«e  of  it  :  on  the  conirary, 
he  means  to  have  as  free  a  nse  of  it  a&  if  it  werr?  in  :.is  own  r^^rse. 
The  cu^LOiner,  thvr^/fure,  lends  Lis  nionvT  vi  -.is  >..-.- kvr.  : :::  vvt 
at  the  same  time  htu^  the  free  ui?e  of  it — the  1  ;i!.krr  oziir'o^s  thit 
monev  in  r>rorGo:ing  tra«ie  ;  npon  t:*e  <:reiij:h  .  :*  lis  r^Ans 
depioeited  v^ith  him  he  bnys  dvl-u?  with  his  •*  i.rr.::;:>^-s  r^%  ;<,r.'' 
and  the  pt-rson  who  sells  the  de:  t  ha.-?  t:.v  iV-.-e  z>:-  or'  the 
yery  same  coin  which  the  k-ndr^r  has  tize  soiiir  ri^L:  to 
demand. 

It  is  also  equally  erroneous  to  say  that  l-ankini:  cons:st-s  in 
**  lending "  money  on  the  security  of  V«iIIi  of  excr.nii^-  .*.  It 
consists  in  buying  debts  with  -  promis^^s  to  T:iy."  or  </reiit. 
Thus  the  lender  and  the  borrower  Lave  the  Sanie  riirh:  fit  the 
same  time  to  the  free  use  of  the  same  mor»ey  :  and  rili  iMukir:? 
depends  on  the  calculation  that  only  a  certain  sm;iii  jvrti.'n  of 
each  set  of  customers  will  demand  the  actual  c-a>h.  ]•:::  :i:a:  the 
majority  will  be  satisfied  with  the  mere  "  prouiis-:-."  or  the 
Credit. 

iUnlring  is  a  species  of^  ^UL^  ^'^^^'^^^l^  possible 

Chat  a  banker  may  be  caller  vMK''  liabilities  at  once  ; 
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just  as  it  is  theoretically  possible  that  all  the  lives  iiisnred  in  an 
office  may  drop  at  the  same  instant :  or  it  is  theoretically  pos- 
sible that  all  the  houses  insured  in  an  office  might  be  burnt  at 
the  same  time.  But  all  insurance  and  banking  is  based  npon  the 
expectation  that  these  contingencies  will  not  happen.  A  banker 
multiplies  his  liabilities  to  pay  on  demand,  and  keeps  by  him 
a  sufficient  amount  to  insure  the  immediate  payment  of  all  which 
are  likely  to  be  demanded  at  one  time. 

To  shew  further  the  fallacy  of  the  idea  that  the  banker  '*  lends" 
money  on  the  security  of  the  bills,  it  may  be  observed  that  if  this 
were  the  case,  it  would  be  the  duty  of  the  customer  to  repay  the 
loan,  and  he  would  have  the  bills  returned  to  him  when  he  did  so. 
But  this  is  not  the  case.  When  the  customer  discounts  the  bill 
with  his  banker  he  parts  with  the  property  in  it,  just  as  when  he 
sells  any  other  article.  The  bill  becomes  the  absolute  property  of 
the  banker,  which  he  may  sell  again,  or  pledge,  or  deal  with  in 
any  manner  that  suits  his  own  interest  best.  The  banker  does 
not  get  payment  fix)m  his  own  customer,  but  from  the  acceptor  of 
the  bill.  He  buys  the  bill  from  his  own  customer,  and  sells  it  to 
the  acceptor  :  merely  retaining  his  own  customer  as  a  security  in 
case  the  bill  is  not  paid.  The  bills  in  the  portfolio  of  a  banker 
are  exactly  similar  to  the  goods  in  the  shop  of  a  retail  dealer. 
The  retail  dealer  buys  the  goods  from  the  wholesale  dealer,  and 
sells  them  at  a  higher  price  to  his  customers  :  and  as  he  makes  a 
profit  by  so  doing,  the  goods  are  Capital  to  him  :  so  the  banker 
buys  the  bills  from  his  own  customers,  and  sells  them  at  a  higher 
price  to  the  acceptors  ;  and  as  he  makes  a  profit  by  so  doing,  the 
bills  arc  Capital  to  him  precisely  in  the  same  way  as  the  goods  in 
the  shop  of  any  retail  dealer. 

13.  All  "  banking,"  then,  consists  in  the  creation  of  Credit, 
and  because  these  Credits  perform  all  the  functions  of  Qioney, 
every  one  who  really  understands  the  mechanism  of  banking  has 
declared  that  banking  practically  augments  the  Capital  of  a 
country.  John  Law  says,  most  justly — **The  introduction  of 
Credit  by  means  of  a  bank  augments  the  quantity  of  money  more 
in  one  year  than  a  prosperous  commerce  would  do  in  ten."  And 
just  as  banking  spreads  more  extensively,  does  it  multiply  the 
producing  power  of  the  country.  Mr.  Hamilton,  the  celebrated 
financier  of  the  United  States,  when  called  upon  as  Secretary  of 
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the  Treasury,  to  present  a  report  on  the  expediency  of  establish- 
ing a  national  Bank,  sajs^ — 

"  The  following  are  among  the  principal  advantages  of  a  bank 
— ^First,  the  Augmentation  of  the  active  or  productive  ce^ital  of 

a  country It  is  a  well  established  fact  that  banks 

in  good  credit  can  circulate  a  far  greater  sum  than  the  actual 

quantum  of  their  capital  in  gold  and  silver This 

faculty  is  produced  in  various  ways — 1st.  A  great  portion  of  the 
notes  which  are  issued,  and  pass  current  as  cash,  are  indefinitely 
suspended  in  circulation,  from  the  confidence  which  each  holder 
has  that  he  can  at  any  moment  turn  them  into  gold  and  silver. 
2ndly.  Every  I/mn  which  a  bank  makes  is,  in  its  first  shape,  a 
Credit  given  to  the  horrower  on  its  hooks,  the  amount  of  which 
it  stands  ready  to  pay,  either  in  its  own  notes,  or  gold,  or  silver, 
at  his  option.  But  in  a  great  number  of  cases  no  actual  pay- 
ment is  made  in  either The  same  circumstances 

illustrate  the  truth  of  the  position  that  it  is  one  of  the  properties 
of  banks  to  increase  the  active  capital  of  a  country.  .  .  .  This 
additional  employment  given  to  money,  and  the  faculty  of  a  bank 
to  lend  and  circulate  a  greater  sum  than  the  amount  in  coin,  are, 
to  all  the  purposes  of  trade  and  industry,  an  absolute  increase 
OF  Capital.  Purchases  and  undertakings  in  general  can  be 
carried  on  by  any  sum  of  bank  paper,  or  Credit,  as  effcctuaUy  as 
by  an  equal  sum  of  gold  and  silver.  And  thus,  by  contributing  to 
enlarge  the  mass  of  industrious  and  commercial  enteq^rises,  banks 
become  nurseries  of  national  wealth — a  consequence  as  satis- 
factorily verified  by  experience  as  is  clearly  deducible  in  theory." 

Thus  we  see  that  this  celebrated  financier  knew  perfectly  well 
that  all  banking  advances  are  made  by  creating  Credit,  and  he 
does  not  consider  this  to  be  robbery  as  Mill  does  :  nor  does  he  at 
all  countenance  the  doctrine  that  no  increase  of  money  can  be  of 
any  service  to  a  country :  on  the  contrary,  he  pronounces  that  it 
may  be  extremely  useful,  as  every  one  does  who  really  understands 
the  subject.  The  only  danger  is  that  it  may  be  carried  to  excess, 
and  the  true  scientific  problem  is  to  discover  the  true  limits  of 
the  increase. 

14.  The  true  meaning  of  the  word  to  "bank,"  therefore,  is  to 
"issue"  a  Right  of  action,  or  Credit,  in  exchange  for  Money  or 

»   GaUs  and  Seaton,   Vol.  II.,  p,  2083. 
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DebtB.  All  banks,  therefore,  are  ''banks  of  issue."  But  in  some 
banks  the  ''  issues  "  are  only  exactly  equal  to  the  specie  deposited : 
and  banks  of  this  particular  kind  are  sometimes  called  Banks  of 
Deposit.  But  we  have  seen  that  it  is  a  great  fallacy  to  suppose 
that  because  banks  do  not  issue  Notes  that  they  are  not  "  banks 
of  issue."  Nothing  can  be  more  erroneous  than  the  general  sup- 
position that  the  London  banks,  joint  stock  and  private,  are  mere 
banks  of  Deposit,  and  are  not ''  banks  of  issue."  Thus,  McGulloch 
says^ — ^'^  Banks  are  commonly  divided  into  two  great  classes  of 
Banks  of  Deposit  and  Banks  of  Issue.  This,  however,  appears  at 
first  sight  to  be  rather  an  imperfect  classification,  inasmuch  as 
almost  all  Banks  of  Deposit  are  at  the  same  time  Banks  of  Issue, 
and  almost  all  Banks  of  Issue  are  also  Banks  of  Deposit  But 
there  is  in  reality  no  ambiguity ;  for,  by  Banks  of  Deposit  are 
meant  banks  for  the  custody  and  employment  of  the  money 
deposited  with  them,  or  entrusted  to  their  care  by  their  customers^ 
or  by  the  public ;  while  by  Banks  of  Issue  are  meant  banks  which, 
besides  employing  or  issuing  the  money  entrusted  by  others,  issue 
money  of  their  own,  or  notes  payable  on  demand.  The  Bank  of 
England  is  our  principal  Bank  of  Issue,  but  it  is,  as  well  as  the 
other  banks  in  the  different  parts  of  the  empire  that  issue  notes, 
also  a  great  Bank  of  Deposit.  The  private  banking  companies  of 
London,  and  the  various  provincial  banks  that  do  not  issue  notes 
of  their  own,  are  strictly  Banks  of  Deposit*' 

This  assertion  is  in  every  respect  erroneous.  All  banks  purchase 
Money  and  Bills  by  ''issuing"  a  Eight  of  Action,  or  Credit^ 
against  themselves ;  and  though  they  found  it  expedient  to  dis- 
continue giving  their  customers  their  own  notes,  yet  they  create 
the  Credit  exactly  as  they  have  always  done,  and  allow  their 
customers  to  transfer  it  by  means  of  Cheques,  which  serve  the 
same  purpose  as  Bank  Notes. 

The  Bank  Act  of  1844  was  passed  for  the  express  purpose  of 
preventing  banks  from  creating  Credit,  and  the  almost  universal 
belief  is  that  it  does  so— that  it  makes  the  Currency  vary  exactly 
as  it  would  do  if  it  were  gold.  The  preceding  details  shew  that 
the  ordinary  business  of  London  bankers  consists  in  the  daily 
creation  of  millions  of  Promises  to  pay,  or  Credit  The  popular 
belief  that  the  Bank  Act  of  1844  prevents  bankers  from  creating 
Credit,  is,  probably,  since  the  belief  in   the  balance  of  tnde, 

*  DkHamarf  of  Commertm.    AxLBamk. 
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beyond  all  comparison   the  most   profound    delusion  that  has 
deceived  the  public  mind. 

15.  To  shew  how  completely  the  nature  of  banking  is  miscon- 
ceived by  those,  even,  who  are  supposed  to  understand  it  best,  we 
may  quote  some  extracts  from  the  evidence  given  before  the 
Conmiittee  of  the  House  of  Commons,  in  1858 — 

Mr.  John  Torr,  a  Liverpool  merchant,  was  questioned  by  Mr. 
Wilson  upon  the  transactions  of  the  American  banks. 

4939.  "  I  believe  I  am  correct  in  the  fact  that  aU  the  trans- 
actions of  the  banks  in  New  York  are  published  periodically,  and 
at  very  short  intervals,  by  the  banking  department  ? — I  believe 
they  are  published  weekly. 

4940.  "  These  accounts,  as  they  are  published,  shew  the  cir- 
culation of  notes,  the  amount  of  specie  held  by  the  banks,  the 
amount  of  advances  made  by  the  banks,  the  amount  of  securities 
held  by  the  banks,  and  all  the  items  in  great  detail ;  do  they  not? 
—They  do. 

4941.  **  Are  you  aware  that  during  the  last  two  or  three  years, 
while  the  circulation  of  notes  had  not  increased  at  all,  or  had  in- 
creased to  the  very  smallest  jwssible  amount,  the  amaunt  of 
advances,  as  shetvn  by  these  aceounts,  had,  as  you  have  referred  to, 
increased  to  a  very  enormous  amount  ? — Yes  ;  I  must  a|X)Iogise  for 
the  answer  I  gave ;  I  meant  the  advances  when  I  said  the  notes ; 
/  meant  the  liability  of  the  bank  from  its  advances  made  on 
securities, 

4942.  Chairman  (Mr,  Cardwrll):  The  mere  act  of  making  an 
advance  does  not  render  a perso7i  liable;  of  cxdurse  the  liability 

IS  THE   OTHER   WAY? — YeS. 

4943.  "Will  you  trace  the  process  by  whicli  the  banks  in- 
creased their  own  liabilities  by  making  advances  to  others  ? — 
Looking  at  the  securities  which  they  held  from  other  parties,  by 
making  advances  to  a  number  of  merchants  to  a  larger  amount 
than  usual,  they  felt  that  the  indebtedness  of  these  parties  to 
them  was  m6re  than  was  prudent. 

4944.  Mr,  Wilson,  Do  you  think  that  the  banks  had  made 
undue  and  imprudent  advances  in  the  loan  of  their  capital  and 
deposits  ? — I  appreliend  that  they  thought  so.     .     .     . 

4945.  "  Are  you  aware  that  during  the  last  three  or  four  years 
the  amount  of  the  capital  subscribed  to  the  banks  in  New  York 
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had  very  greatly  increased? — I  do  not  know  it  of  my  own 
knowledge. 

4946.  "  Are  you  aware  that  the  amount  of  deposits  had  very 
greatly  increased  ? — I  do  not  know  it  from  my  own  know- 
ledge. 

4947.  '^  But  it  would  be  either  from  dejwsits  or  frx)m  capital 
that  increased  advances  could  be  made  by  the  banks  ? — 
Certainly. 

4948.  "Therefore  if  you  are  aware  that  increased  advances 
were  made  to  a  large  extent,  it  must  have  been  either  from  an 
increase  of  subscribed  capital,  or  from  an  increase  of  deposits  ? — 
Yes,  I  apprehend  so." 

The  above  extract  from  the  evidence  shews  how  completely  the 
chairman,  Mr.  Cardwell,  had  misconceived  the  true  nature  and 
effects  of  banking.  Mr.  Torr  had  a  perception  of  the  true  nature 
of  it,  for  he  says  that  the  banks  had  increased  their  liabilities  by 
their  advances,  which  is  undoubtedly  true,  because  banks  make 
all  advances  by  creating  liabilities.  This,  however  seemed  a 
paradox  to  Mr.  Cardwell,  who  sneeringly  asked  the  witness  to 
explain  how  banks  increased  their  own  liabilities  by  making 
advances  to  others.  Mr.  Cardwell  might  have  remembered  that 
when  banks  make  advances  in  the  form  of  their  own  notes,  they 
increase  their  liabilities  by  their  advances  :  and  it  is  exactly  the 
same  when  the  banker  makes  the  advance  by  creating  a  Credit  in 
his  books.  Mr.  Wilson  asked  him  if  the  banks  made  imprudent 
advances  out  of  their  Capital  and  Deposits.  Why  the  deposit  is 
the  Credit  created  in  the  bank's  books!  Banks  make  all  their 
advances  by  creating  Deposits,  or  Credits,  in  favour  of  their  cus- 
tomer. The  Report  of  the  Committee  says — '•  The  use  of  money, 
and  that  only,  they  regard  as  the  province  of  a  bank,  whether  of 
a  private  person  or  incorporation,  or  of  the  banking  department 
of  the  Bank  of  England."  This,  as  we  have  seen,  is  a  complete 
misconception  of  the  nature  of  banking  business.  Surely  we  may 
marvel  that  such  extraordinary  ignorance  of  the  mechanism  of 
banking  should  pass  unchallenged  by  the  Committee,  who  counted 
more  than  one  banker  among  its  members.  At  all  events  we 
may  cease  to  wonder  at  the  futile  nature  of  Parliamentary  in- 
quiries into  banking,  when  those  who  conduct  them  display  such 
ignorance  of  the  &cts  of  what  they  are  inquiring  about  as  would 
make  them  the  laughing  stock  of  any  bank  clerk. 
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16.  The  common  error  as  to  the  meaning  of  the  word  Deposit 
often  leads  to  very  absnrd  blunders.  When  ill-informed  writers  see 
that  a  bank  has  so  many  ''deposits,**  they  conceire  that  the  bank  has 
that  amount  of  actual  cash  to  trade  with.  Thus,  when  the 
accounts  of  the  great  Joint  Stock  Banks  of  London  are  published, 
and  it  appears  that  one  has  £25,000,000  of  '*  deposits,"  and  so  on, 
it  is  almost  uniyersally  believed  that  it  has  25  millions  oi  actual 
money  to  trade  with,  or  "  lend  out,"  as  it  is  erroneously  called. 
And  every  half-year  we  see  smnmaries  in  the  newspapers  shewing 
that  the  Joint  Stock  Banks  have,  perhaps,  an  aggregate  of 
£200,000,000  of  ''deposits,"  and  it  is  snpposed  that  they  have 
that  quantity  of  money  to  trade  with.  But  it  is  a  complete  and 
entire  delusion.  These  200  millions  of  "deposits"  are  not 
"deposits  "  in  cash  at  all,  but  they  are  pure  Credit,  they  are  exactly 
equal  to  so  many  bank  notes.  They  are  nothing  but  an  enormous 
superstructure  of  Cbedft,  built  up  on  a  comparitively  small  basis 
of  bulUon,  exactly  like  the  note  circulation.  These  figures  do  not 
shew  the  quantity  of  cash  at  the  conmiand  of  the  banks  to  trade 
with :  but  they  shew  the  quantity  of  business  they  have  done,  and 
the  liabilities  they  have  created.  These  apparent  "  Deposits  "  in 
cash,  then,  are  nothing  but  the  Credit  the  banks  have  created  in 
exchange  for  the  Cash  and  the  Bills  which  figure  on  the  other 
side  as  Assets. 

These  considerations  afford  an  explanation  of  some  very  well 
known  phenomena  respecting  Joint  Stock  Banks  which  publish 
their  accounts  and  give  interest  on  "  Deposits  "  according  to  the 
rate  of  discount.  When  the  rate  of  discount  rises  very  high,  it 
is  universally  observed  that  the  apparent  "deposits"  in  banks 
decline,  and  it  is  very  commonly  explained  by  saying  that  when 
interest  rises  very  high,  people  take  their  money  out  of  banks  to 
invest  it  in  other  ways.  But  such  an  explanation  is  paradoxical 
on  the  face  of  it.  Banks  raise  the  rate  of  interest  to  attract 
money,  not  to  drive  it  away.  Besides,  if  one  asks  contractors, 
builders,  &c.,  at  such  periods,  they  will  say  that  work  is  stopped 
because  people  put  their  money  into  banks  for  the  sake  of  high 
interest.  Thus  we  meet  with  two  diametrically  contrary  assertions 
as  to  the  fiow  of  money  at  such  periods  ;  but  if  we  understand  the 
real  nature  of  these  so  called  "deposits,"  the  reason  of  their 
diminution  is  plain  :  because  when  the  rate  of  discount  rises  very 
high,  it  stops  the  discount  of  bills,  it  stops  the  creation  of  Credit  ; 
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in  fiact,  U  is  not  a  diminution  of  Deposits  in  cash,  but  it  is  a 

CONTRACTION  OF  CREDIT. 

The  veiy  same  phenomenon  is  nsoally  witnessed  after  a  great 
commercial  crisis,  as  those  in  1857  and  1866.  In  July,  1858  and 
1867,  the  aggregate  of  "deposits"  in  the  Joint  Stock  Banks 
appeared  to  be  considerably  less  than  in  July,  1857  and  1866  ;  and 
this  was  in  consequence  of  the  diminished  number  of  bills  dis- 
counted from  the  general  contraction  of  mercantile  operations, 
and  by  no  means  necessarily  from  a  diminution  in  the  actual  cash 
deposited. 

Now,  it  is  generally  admitted  that  issuing  Notes  is  coining 
Credit ;  that  it  is,  in  fact,  to  all  intents  and  purposes,  creating 
capital,  both  as  regards  the  issuers  of  the  notes,  and  their  effects 
to  the  public,  a  species  of  capital  which  is  liable  to  be  destroyed, 
and  is  capable  of  veiy  serious  abuse.  But  it  also  necessarily 
follows,  from  the  preceding  details,  that  the  modem  system  of 
banking  is  equally  coining  Credit;  and  just  as  much  as  the 
**  Deposits,"  or  the  liabilities,  created  exceed  the  actual  cash, 
they  are  equivalent  to  a  creation  of  Currency,  and  to  an  increase 
of  C^pitaL 

17.  Many  persons  say  that  Bills  of  Exchange  are  not  Currency 
because  they  require  to  be  discharged  in  money ;  and  many  more 
think  that  bills  of  exchange  are  analogous  to  bills  of  lading,  because 
they  rejrresenU  as  they  erroneously  call  it,  money,  and  the  other 
represent  commodities.  It  is  perfectly  true  that  all  bills  of 
exchange  must  be  expressed  to  be  payable  in  money,  but  it  is  a 
most  grievous  error  to  suppose  that  they  are  all  paid  in  money. 
The  immense  majority  of  commercial  bills  are  not  paid  in  Money, 
but  by  Credits  in  bankers*  books.  Most  men  in  commerce  draw 
bills  and  accept  bills,  that  is,  they  have  Debts  due  to  them,  and 
Debts  due  by  them.  These  fall  due  at  different  dates,  and  when 
a  trader's  acceptances  are  falling  due,  he  takes  some  of  the  Debts 
due  to  him  to  his  banker,  and  sells  them  to  him.  The  banker 
buys  them  as  we  have  already  explained,  by  creating  fresh  liabili- 
ties of  his  own,  and  writing  down  so  many  figures  to  his  customer's 
credit.  When  his  own  acceptance  falls  due,  and  is  presented  to 
him  for  payment,  he  draws  a  cheque  upon  his  banker,  and  if  the 
holder  of  the  biU  is  a  customer  of  the  same  banker,  the  matter  is 
settled  by  a  mere  transfer  of  figures  in  the  banker's  books ;  if  h6 
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is  the  cuBtomer  of  another  bank,  the  two  bankers  have  probably 
an  exchange  of  debts,  arising  out  of  similar  trausax^tions  on  both 
their  parts,  and  the  debts  are  settled  with  the  payment  of  no  more 
coin  than  the  difference :  or  if,  as  is  more  usually  the  case,  the 
holder  of  the  bill  has  deposited  it  with  his  banker,  and  the 
acceptor  has  made  it  payable  at  his  banker's,  who  pays  it,  as  a 
matter  of  course,  as  an  ordinary  cheque,  the  day  it  is  due.  Thus, 
we  see,  that  the  whole  monetary  business  of  the  country  is 
gradually  reduced  to  the  Creation  arid  Exchange  of  Instruments  of 
Credit,  and  the  only  use  of  the  actual  money  is  to  pay  the  differ- 
ences. Now,  this  is  the  regular  practice  of  banking :  this  is  the 
way  in  which  the  vast  majority  of  bills  of  exchange  in  commerce 
are  paid,  and,  consequently,  the  whole  system  may  go  on  for  an 
indefinite  time  and  to  an  indefinite  extent,  without  a  single  coin 
being  required.  Thus,  a  merchant  may  carry  on  a  trade  for  any 
length  of  time,  and  pay  bills  to  the  amount  of  millions  of  money, 
and  never  touch  a  single  coin.  But  these  Instruments  of  Credit 
perform  exactly  the  same  functions  as  if  they  were  coin,  and  in  a 
scientific  point  of  view  they  are  to  be  considered  in  all  respects  .aa 
if  they  were  coins.    They  are  all  a  part  of  the  Currency. 

Both  Bank  Notes  and  Cheques  are  subject  to  the  general  rule 
of  law,  which  affects  all  Instruments  of  Credit,  that  whoever  takes 
one  in  payment  of  a  debt  uifhout  indorsement,  does  so  at  his  own 
peril,  and  has  no  remedy  against  the  person  he  receives  it  from,  if 
it  is  not  paid.  And  the  indorsement  only  preserves  the  liability 
for  a  very  short  period ;  in  almost  all  cases  not  more  than  2-4 
hours.  The  law  intends  that  all  bank  notes  and  cheques  should 
be  presented  for  payment  within  24  hours.  If  the  receiver  of  a 
Bank  Note  requires  the  transferor  to  indorse  it,  which  is  by  no 
means  unfrequently  done,  and  if,  on  presenting  it  within  reason- 
able time,  he  finds  the  banker  has  failed,  he  has  his  remedy 
against  the  transferor,  just  exactly  as  if  it  was  a  Cheque.  On  the 
other  hand,  if  he  delays  presenting  it  beyond  a  reasonable  time, 
and  then  finds  the  banker  has  failed,  he  has  no  remedy  against 
the  transferor,  either  in  the  case  of  an  indorsed  bank  Note  or  a 
Cheque. 

The  erroneous  notion  of  the  real  meaning  and  nature  of 
"  deposits,"  in  banking  language,  may  lead  to  great  mistakes  in 
estimating  the  stability  of  a  bank.  That  depends  upon  a  due 
proportion  of  cash  being  kept  to  meet  them,  and  it  might  very 
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well  happen  that  while  the  "  deposits  '*  were  apparently  mounting 
up,  and  might  lead  many  persons  to  believe  that  the  actual 
quantity  of  cash  was  increased,  it  might  be  nothing,  perhaps,  but 
a  dangerous  extension  of  Credit.  And  if  this  were  <»rried  to  too 
great  a  length,  the  bank  might  be  in  the  most  dangerous  position, 
just  when  it  was  apparently  most  flourishing.  A  private  banker 
on  a  large  scale  often  has  an  application  to  place  £10,000,  or 
more,  to  the  credit  of  a  customer;  if  he  does  this,  it  immediately 
counts  as  a  '^  Deposit  '*  in  banking  accounts.  Again,  it  is  a  very 
possible  case,  that  a  large  railway  company  might  request  their 
banker  to  place  £100,000  to  their  credit.  Now,  if  the  banker 
does  this,  such  a  transaction  goes  to  swell  up  the  figures  of 
"  Deposits  "  in  their  published  accounts,  which  may  lead  to  very 
erroneous  inferences  by  the  pubUc,  who  do  not  know  the  mode  in 
which  banking  accounts  are  made  up. 

The  essential  feature,  then,  of  the  business  of  "  banking  "  is  that 
the  ''banker"  makes  all  purchases  of  cash  and  bills  or  other 
securities,  by  "issuing"  a  Eight  of  action,  or  Credit,  against 
himself,  to  his  customer.  Originally  the  banker  gave  his  customer 
the  option  of  having  the  power  of  transferring  this  Credit  to  any 
one  else  he  pleased,  by  means  of  the  banker's  own  Promissory  Note  or 
by  an  order  upon  him,  which  is  now  called  a  Cheque.  The 
private  bankers  of  London  continued  to  issue  their  own  Notes  till 
nearly  the  end  of  the  last  century.  We  have  already  noticed  that 
Child  &  Co.  issued  Notes  so  late  as  1798.  But  about  this  time, 
though  we  cannot  state  the  precise  year,  they  found  it  expedient 
to  discontinue  issuing  their  own  notes,  though  they  were  never 
forbidden  to  do  so  until  the  Bank  Act  of  1844. 

• 

18.  These  Cheques  are  nothing  whatever  but  bills  of  exchange 
upon  the  banker,  payable  to  bearer  on  demand.  There  is,  however, 
one  peculiarity  about  them  that  must  be  noticed.  In  ordinary  cafies 
no  man  can  be  compelled  to  accept  a  bill  drawn  upon  him  for  a 
debt,  without  his  own  consent,  which  is  signified  by  his  writing 
his  name  upon  it.  But  in  the  case  of  Cheques,  if  this  rule  was 
enforced,  it  would  have  destroyed  their  utility,  and  they  could 
never  have  been  substituted  for  bank  notes.  A  bank  note  bears 
on  the  face  of  it  the  obUgation  of  the  banker  to  pay  it ;  but  an 
unaccepted  Cheque,  if  it  followed  the  usual  law  of  bills  of  exchange, 
would  be  no  obligation  to  pay  without  acceptance.    Consequently, 
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no  man  would  have  been  safe  in  taking  a  Cheque  before  he  knew 
whether  the  banker  would  accept  it  or  not.  To  obviate  tim 
difficulty,  and  to  make  a  Cheque  as  like  a  Bank  Note  as  poBsiblCy 
it  was  from  the  beginning  established  as  a  custom  among  bankers 
that  the  possession  of  a  customer* s  funds  by  a  banker  is  equivalent 
to  acceptance.  Consequently,  if  a  banker  has  funds  of  his 
customer  in  his  hands,  he  is  bound  to  pay  all  that  customer's 
Cheques,  to  the  amount  of  the  funds  in  his  hands,  without  notice 
and  without  acceptance,  to  the  bearer  on  demand,  exactly  as  if  it 
was  his  own  promissory  note. 

Hence,  Cheques  are  nothing  but  a  substitute  for  Bank  Notes. 
A  Bank  Note,  in  fact,  is  a  double  obligation,  the  one  is  an  obliga- 
tion to  pay  the  customer,  the  original  creditor,  and  the  second  is  to 
pay  the  bearer,  i.  e,,  any  one  to  whom  the  original  creditor  may 
transfer  the  obligation.  Now,  the  use  of  Cheques  splits  these 
obligations.  The  entry  in  the  banker's  books  is  the  obligation  to 
pay  his  customer,  the  permission  to  draw  a  Cheque  payable  to 
bearer  on  demand,  is  the  obligation  to  pay  any  one  the  customer 
may  transfer  the  debt  to.  And  the  entry  in  the  banker's  books, 
together  with  the  Cheque,  make  up  the  Bank  Note. 

19.  A  "banker,"  then,  having  purchased  either  money  or  secu- 
rities from  his  customer,  by  creating,  or  "issuing,"  a  Right  of 
action,  or  Deposit,  we  have  now  to  consider  how  the  customer  may 
operate  upon  this  Credit.  Every  banker  does  business  exactly  in 
the  same  way,  and  when  their  respective  customers  begin  to 
operate  by  means  of  Cheques,  the  following  different  results  may 
ensue — 

1.  The  actual  money  may  be  drawn  out. 

2.  The  Credit  mav  be  transferred  to  the  account  of  another 
customer  of  the  same  bank. 

3.  It  mav  be  an  order  to  pay  another  bank.  But  in  the  last 
case,  if  the  Bank  A  is  ordered  to  pay  the  Bank  B  so  much,  the 
chances  are  that  B  will  be  ordered  to  pay  A  very  much  the  same 
amount ;  if  the  claims  of  the  two  banks  on  each  other  are  exactly 
equal,  the  respective  orders  are  interchanged  and  the  Credits  re- 
adjusted to  the  different  customer's  accounts  accordingly,  without 
any  payment  in  money.  Now,  if  we  suppose  that  the  claims  of  all 
banks  against  each  other  exactly  balance,  any  amount  of  business 
might  be  carried  on  without  requiring  a  single  coin.      If  the 
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mutual  claims  of  the  different  banks  against  each  other  do  not 
exactly  balance,  it  is  only  necessary  to  pay  the  differences  in  coin. 
This  is  an  example  of  what  we  have  already  said  that  the 
quantity  of  money  necessary  in  any  country  depends  very  much 
on  the  methods  of  doing  business,  and  has  no  necessary  relation  to 
the  quantity  of  commodities.  It  is  very  common  among  some 
writers  to  say  that  the  prices  of  commodities  depend  upon  the 
quantity  of  money  and  the  quantity  of  commodities  :  but  the  in* 
troduction  of  the  System  of  Credit  has  completely  changed  the 
relation  of  money  and  commodities,  or  rather  we  may  say  that  this 
Credit  is,  in  cifect,  exactly  equivalent  to  so  much  money. 

"We  have  seen  that  the  transfer  of  a  Credit  from  the  account  of 
one  customer  to  that  of  another  in  a  Bank  is  exactly  equivalent  to 
a  payment  in  money.  There  is  in  London  an  office  for  the 
purpose  of  effecting  these  transfers  of  Credit  from  one  bank  to 
another.  This  office  is  called  the  Clearing  House,  and  we  have 
given  an  account  of  it  in  a  subsequent  chapter.  By  its  means  all 
the  Banks  which  make  use  of  it  are  practically  united  into  one 
huge  Bank,  for  the  purpose  of  transferring  Credits  from  one  to 
the  other.  During  the  course  of  the  year  1874,  upwards  of 
£6,000,000,000  of  Credits,  or  Debts,  were  interchanged  or 
transferred  from  different  banks  to  each  other,  by  means  of  the 
Clearing  House.  And  just  as  Banks  are  brought  into  a  closer 
degree  of  relationship  with  each  other  by  such  means,  the  less  is 
the  quantity  of  coin  required  to  carry  on  the  business  of  the 
country;  or  rather,  the  more  gigantic  is  the  superstructure  of  Credit 
which  may  be  reared  up  on  a  given  basis  of  specie :  and,  in  fact, 
the  stupendous  amount  of  Liabilities,  or  Credit,  which  the  per- 
fection of  the  present  banking  system  of  London  has  permitted  to 
be  erected  upon  a  small  basis  of  specie,  jias  already  begun  to 
inspire  uneasiness  among  well-infonned  persons. 

20.  From  the  foregoing  considerations  we  see  that  a  merchant 
deals  %ci\h  credit,  and  a  banker  deals  in  credit.  A  merchant 
brings  his  Debts,  payable  some  time  after  date,  for  sale,  and,  by 
a  flourish  of  his  pen,  the  banker  transmutes  them  into  Debts 
payable  instantly,  which  have  precisely  the  same  effect  in  com- 
merce  as  so  many  sovereigns.  He  reaps  exactly  the  same  profit 
by  creating  a  credit  in  favour  of  his  customer,  as  if  he  gave  him 
the  actual  cash.    And  the  cheques  drawn  against  these  credite, 
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60  created  by  the  banker,  circulate  commodities  exactly  in  the 
same  manner  as  bank  notes  do,  which  circulate  oommodities 
exactly  in  the  same  manner  that  gold  and  silver  money  does. 
Consequently,  these  credits,  so  created  by  the  banker,  are  CuB« 
RENCY,  or  Circulating  Medium.  From  this  it  manifestly 
follows,  that  Banking  Credit  is  Banking  Capital, 

Now,  in  the  preceding  chapter,  we  have  proved  that  Mercantile 
Credit  is  Mercantile  Capital,  and,  conseqnently,  as  all  Credit  is 
either  Banking,  or  Mercantile,  we  arrive  at  this  general  om- 
clnsion,  that  CREDIT  IS  CAPITAL. 

The  preceding  details  also  show  the  prodigious  error  of  those 
who  think  that  banking  does  not  add  to  capital,  that  it  only 
distributes  existing  capital.  It  is  unquestionably  true  that  dq 
mode  of  banking  can  create  actual  gold  sovereigns.  But  if,  by 
means  of  their  credit,  bankers  can  circulate  their  promises  to  pay, 
and  if  these  be  voluntarily  received  and  accepted  by  the  com- 
munity at  large,  at  exactly  the  same  value  as  if  they  were  actual 
sovereigns,  then  just  by  so  much  as  they  exceed  in  number  the 
quantity  of  actual  sovereigns  in  the  banker's  possession,  they  are, 
to  all  intents  and  purposes,  an  addition  to  existing  capital.  For, 
not  only  does  he  save  the  use  of  the  actual  coin  in  an  immense 
multitude  of  instane<»8  where  it  would  be  required  if  banking  did 
not  exist,  and  liberates  it,  aud  enables  it  to  be  applied  to  promote 
commerce,  which  is  in  its  practical  effects  identical  with  an  ad- 
dition of  actual  coin  to  that  extent,  but,  by  the  extra  multiplication 
of  his  promises  to  pay  over  and  above  that,  he  is  enabled  to  make 
what  is,  to  all  intents  and  purposes,  a  further  addition  to  the 
moving  power  of  commerce  to  an  enormous  extent. 

Banking  is,  therefore,  the  most  potent  engine  for  the  increase  of 
the  moving  power  of  any  given  quantity  of  actual  capital  that  it 
is  possible  to  devise,  consistently  with  keeping  up  the  value  of  the 
currency  at  its  level  with  bullion.  And  just  as  banking  spreads 
more  extensively,  does  it  multiply  the  producing  power  of  the 
community.  Every  one  knows  the  great  economising  power  of 
railroads  in  diminishing  the  quantity  of  capital  required  to  supply 
any  given  demand  for  commodities.  Now,  an  extension  of 
banking  acts  precisely  in  an  analogous  manner,  but  to  a  much 
greater  degree ;  for,  not  only  does  it  economise  the  actual  sub- 
sUmce  to  a  very  great  extent,  but  it  makes  the  "promise  to  pay** 
of  equivalent  value  with  the  actual  payment.     And  it  is  just  in 
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this  multiplying  power  of  capital  that  the  principal  danger  of  too 
rapid  an  extension  of  banking  consists.  The  rate  of  discount 
always  depends  upon  the  proportion  between  actual  capital  and  the 
demand  for  it,  or  on  the  debts  offered  for  sale.  A  sudden  change 
in  the  proportion  of  these,  causes  the  most  violent  fluctuations  in 
the  rate  of  discount.  If  an  unusual  quantity  of  capital  is  thrown 
too  suddenly  upon  the  market,  the  only  result  must  be  a  rapid  and 
extreme  fall  in  the  rate  of  discount.  Now,  a  too  rapid  extension 
of  banking  has  precisely  the  same  effect  as  throwing  a  vast  quantity 
of  capital  suddenly  on  the  market.  For,  not  only  do  the  actual 
operations  of  banking  have  all  the  practical  effects  of  adding  to 
the  existing  capital,  but  to  that  will  be  added  all  the  evil  effects  of 
over-competition,  an  unnaturally  low  rate  of  discount,  thereby  a 
depreciation  of  the  currency  ;  an  export  of  bullion  ;  a  joint-stock 
bubble  mania,  with  all  its  rogueries ;  then  a  collapse,  and  com- 
mercial ruin. 

Great  and  inestimable,  therefore,  as  are  the  blessings  and 
advantages  of  banking,  there  is  no  department  of  trade  which  is 
likely  to  produce  more  ftital  consequences  to  the  public  by  too 
rapid  an  extension  of  it,  than  too  rapid  a  multiplication  of  banks. 
There  is  no  mania  which  should  be  looked  to  with  a  more  jealous 
eye  by  the  public,  or  more  carefully  guarded  against  by  the 
Legislature,  than  a  bank  mania. 

21.  As  we  have  seen  that  the  nature  of  discounting  bills  of  ex- 
change is  buying  debts,  which  are  to  be  considered  just  like  any  other 
articles  of  commerce,  it  follows  that  the  same  laws  govern  their 
exchangeable  relations  as  those  of  any  other  quantities.  The  first 
duty  of  a  banker  is  to  maintain  his  own  position,  which  he  can 
only  do  by  maintaining  a  certain  proportion  between  his  actual 
cash  and  his  promises  to  pay,  or  his  liabilities ;  and  that  proportion 
must  vary  from  time  to  time,  according  to  circumstances.  In 
times  of  a  general  failure  of  credit,  he  must  maintain  a  very  much 
larger  portion  of  cash  compared  to  liabilities  than  in  tunes  of 
general  confidence.  Under  such  circumstances,  his  duty  is  to 
contract  his  liabilities,  which  he  must  do  either  by  refusing  to  buy 
Debts  altogether,  or  else  by  giving  a  lower  price  for  them,  t,  e., 
raising  the  Rate  of  Discount.  And  a  general  rise  of  the  Eate  of 
Discount  has  a  tendency  to  discourage  the  offering  of  Debts  for 
sale,  just  as  low  prices  of  anything  else  discourage  its  being 
v  2 
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ofTered  for   Bale,  except   hj   tlioge   who  positively  require   the 
cash. 

On  the  other  hand,  this  lowering  of  the  price  of  Debts,  i.  e.,  this 
increase  in  the  Value  of  money,  or  the  raising  of  the  rate  of 
discount,  has  an  inevitable  tendency  to  attract  bullion  from  where 
it  is  more  abundant,  i*.  e.,  where  the  rate  of  discount  is  lower. 
Wherever  debts  arc  to  be  bought  cheap,  thither  will  bullion  flj  to 
buy  them ;  wherever  debts  are  sold  dear,  that  is,  wherever  money 
is  to  be  bought  cheap,  thither  will  Debts  fly  to  be  sold,  and  there 
will  competitors  l>e  to  ])uy  money.  Consequently,  it  is  an  infallible 
law  of  nature,  that  whenever  the  price  of  debts  diflfers  in  two 
markets  by  more  than  sufficient  to  defray  the  expense  of  sending 
bullion,  it  will  cause  an  immediate  flow  of  buUion  to  that  market 
where  Debtfl  are  to  be  bought  cheapest,  i,  e,,  where  the  rate  of 
discount  is  highest.  That  is  to  say,  if  the  rate  of  discount  at  Paris 
is  greater  than  at  London  by  more  than  sufficient  to  cover  the 
expense  of  sending  bullion.  Debts  will  fly  from  Paris  to  London  to 
buy  bulHon,  and  bullion  will  fly  from  London  to  Paris  to  bny 
Debts.  The  exchangeable  relations  of  money  and  Debts  will  obey 
exactly  the  same  laws  as  the  exchangeable  relations  of  money  and 
wheat.  Consequently,  if  left  free  and  uncontrolled,  the  prices  of 
Debts  have  a  natural  tendency  towards  equiUbrium  in  differont 
markets. 

On  Cash  CnEnrrs. 

22.  The  credit  created  by  the  Bankers,  in  the  operations  just 
descril)ed,  was  employed  to  purchase  commercial  bills,  which  arose 
out  of  the  irans/fr  of  commodities,  and  we  have  seen  that  they 
could  create  credit  to  several  times  the  amount  of  cash  in  their 
possession.  And,  according  to  the  notions  of  some  writers,  this 
was  the  limit  of  legitimate  credit.  We  have  now  to  describe  a 
species  of  credit  of  a  totally  different  sort,  invented  in  Scotland, 
and  to  which  the  marvellous  progress  and  prosperity  of  that 
country  is  mainly  due.  The  consideration  of  this  will  sorely  test 
the  dogmatic  assertions  of  literary  dreamers. 

As  stated  in  the  History  of  Banking  in  Scotland,  the  Bank  of 
Scotland  began  the  issue  of  £1  notes  about  the  beginning  of  the 
last  century.  In  1727  a  rival  bank  was  founded,  named  the  Royal 
Bank.     In  the  very  contracted  sphere  of  Scotch  commerce,  at 
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that  period,  there  were  not  sufRcient  Commercial  Bills  to  exhaust 
the  credit  of  the  Banks.  They  had,  as  it  were,  a  superfluity  of 
credit  on  hand^  and  the  Royal  Bank  devised  a  new  means  of 
getting  it  into  circulation. 

It  agreed,  on  receiving  sufficient  guarantees,  to  open,  or  create, 
credits  in  favour  of  respectable  and  trustworthy  persons. 

A  Cash  Credit  is,  therefore,  simply  a  drawing  account,  created 
in  favour  of  a  customer,  upon  which  he  may  operate  in  precisely 
the  same  manner,  as  on  a  common  drawing  account.  The  only  * 
difference  being,  that  instead  of  receiving  interest  upon  the  daily 
balance  at  his  credit,  as  is  very  commonly  the  cdstom  in  Scotland, 
he  pays  interest  upon  the  daily  balance  at  his  debit.  It  is  thus  an 
inverse  drawing  account. 

All  these  advances  were  made  exclusively  in  the  Bank's  own 
notes,  and  they  were  not  issued  on  the  basis  of  any  previous 
transaction. 

23.  Cash  Credits  are  applicable  to  a  totally  different  class  of 
transactions  from  those  which  give  rise  to  Bills  of  Exchange,  and 
we  will  now  explain  their  nature  more  fully. 

Every  man  in  business,  however  humble,  or  however  exten- 
sive, must  necessarily  keep  a  certain  portion  of  ready  money  by 
him,  to  answer  immediate  demands  for  small  daily  expenses,  wages, 
and  other  things.  This  could,  of  course,  be  much  more  profitably 
employed  in  his  business,  where  it  might  produce  a  profit  of 
15  to  20  per  cent.,  instead  of  lying  idle.  But,  unless  the  trader 
knew  that  he  could  command  it  at  a  moment's  notice,  he  would 
always  be  obliged  to  keep  a  certain  portion  of  ready  money  in  his 
own  till,  or  he  must  be  able  to  command  the  use  of  some  one  else's 
till.  Now,  one  object  of  a  Cash  Credit  is  to  supply  this  convenience 
to  the  trader,  to  enable  him  to  invest  the  whole  of  his  capital  in 
business,  and,  upon  proper  security  being  given,  to  furnish  him 
with  the  accommodation  of  a  till  at  a  moment's  notice,  in  such 
small  sums  as  he  may  require,  on  his  paying  a  moderate  interest 
for  the  accommodation. 

Almost  every  young  man  commencing  business  in  Scotland,  does 
it  by  means  of  a  Cash  Credit.  Thus,  for  instance,  lawyers,  or 
writers  to  the  signet,  commencing  business,  have  occasion  for 
retidy  money  from  day  to  day,  before  they  can  get  in  payments 
from  their  clients.    It  is  a  great  bar  to  any  young  man  to  com- 
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menoe  the  business  of  a  solicitor  without  capital,  which  rnnst 
either  he  his  own,  or  famished  him  bv  his  friends.  It  is  an 
immense  advantage  to  him  and  to  them  to  have  it  supplied  bj  a 
bank,  on  a  guarantee,  a  mere  contingency,  which  they  never 
would  give  if  they  thought  there  was  any  danger  of  its  being 
enforced. 

These  Credits  are  granted  to  all  classes  of  society,  to  the  poor 
as  freely  as  to  the  rich.  Every  thing  depends  upon  character. 
Young  men  in  the  humblest  walks  of  life  begin  by  making  a  trifle 
for  themselves.  This  inspires  their  friends  with  confidence  in 
their  steadiness  and  judgment,  and  they  become  sureties  for  them 
on  a  Cash  Credit.  This  is,  in  all  respects,  of  equal  value  to  them 
as  money,  and  thus  they  have  the  means  placed  within  their  reach, 
of  rising  to  any  extent  that  their  abilities  and  industry  permit 
them.  It  is  an  undoubted  fact,  that  multitudes  of  men  who  have 
raised  themselves  to  enormous  wealth,  began  Ufe  with  nothing  but 
a  Cash  Credit.  As  one  example  among  thousands,  Mr.  Monteith, 
JI.P.,  told  the  Committee  of  the  House  of  Commons,  in  1826,  that 
be  was  a  manufacturer,  employing  at  that  time  4,000  hands,  and 
that,  except  with  the  merest  trifle  of  capital,  lent  to  him,  and 
which  he  very  soon  paid  off,  he  began  the  world  with  nothing 
but  a  Cash  Credit ! 

The  banks  usually  limit  their  advance  to  a  certain  moderate 
amount,  varying  from  £100  to  £1,000  in  general,  and  they  always 
take  several  sureties  in  each  case,  never  less  than  two,  and  fre- 
quently many  more,  to  cover  any  possible  losses  that  might  arise. 
These  cautioners,  as  they  are  termed  in  Scotch  law,  keep  a 
watchful  eye  on  the  proceedings  of  the  customer,  and  have  always 
the  right  of  iaspecting  his  account  with  the  bank,  and  of  stopping 
it  at  any  time,  if  irregular.  These  Credits  are  not  meant  to 
degenerate  into  dead  loans,  but  they  are  required  to  be  constantly 
operated  upon,  by  paying  in  and  drawing  out. 

The  enormous  amount  of  transactions  carried  on  by  this  kind 
of  accounts  may  be  judged  of  by  the  evidence  given  before  the 
Committee  of  the  Commons  in  1826.  It  was  then  stated  that  on 
a  Credit  of  £1,000,  operations  to  the  extent  of  £50,000  took  place 
in  a  single  week.  Its  effects,  therefore,  were  exactly  the  same  as 
if  there  had  been  1,000  sovereigns.  Others  stated  that,  on  a 
Cash  Credit  of  £r>00,  oj>erations  to  the  amount  of  £70,000  took 
place  in  a  year.     One.  witness  stated  that  during  twenty-one  yeara 


CASH    CREDITS.  295 

in  a  very  moderately-sized  conntry  bank,  operations  had  taken 
place  to  the  amount  of  nearly  £90,000,000,  and  that  there  had 
never  been  but  one  loss  of  £200  on  one  account,  and  that  the  whole 
loss  of  the  bank  during  that  period  did  not  exceed  £1,200.  Now, 
the  whole  of  these  gigantic  operations  were  transacted  by  creations 
of  pure  Credit,  At  that  time  it  was  conjectured  that  there  were 
about  12,000  Cash  Credits  guaranteed  to  persons  in  Scotland,  and 
that  there  were  about  40,000  persons  as  sureties,  who  were  interested 
in  the  integrity,  prudence,  and  success  of  the  others.  The  wit- 
nesses before  the  Lords  declared  that  the  effects  of  these  were 
most  remarkable  on  the  morals  of  the  people. 

24.  But  the  operation  of  these  Cash  Credits  was  immensely 
extended  beyond  mere  commerce,  and  their  advantages  are  more 
openly  and  strikingly  displayed  in  the  prodigious  stimulus  it  gave 
to  the  agriculture  of  Scotland  during  the  last  century.  They  have, 
indeed,  been  the  main  cause  of  making  it  what  it  is.  In  the 
Scottish  system  of  farming,  leases  almost  universally  prevail,  and 
a  farm  is  not  entrusted  to  a  man  who  is  not  educated  to  his 
business.  He  usually  enjoys  nineteen  years'  security  of  tenure;  or, 
where  leases  are  granted  for  the  purpose  of  reclaiming  land,  for 
much  longer  periods.  Now,  suppose  a  farmer  is  known  to  be 
active,  skilful,  and  industrious,  and  obtains  a  farm  upon  lease, 
which  is  capable  of  great  improvement,  he  goes  to  the  bank,  and, 
upon  the  security  of  his  lease  and  some  friends,  who  become  bound 
for  him,  the  bank  grants  him  a  Cash  Credit,  With  this  advance — 
pure  Credit — he  reclaims  the  land,  employs  the  people,  reaps  the 
harvest,  and,  when  that  is  gathered,  pays  back  the  loan. 

It  was  in  this  manner  that  that  prodigious  progress  in  agricul- 
ture was  made  in  Scotland.  There  were  immense  quantities  of 
reclaimable  land,  and  abundance  of  unemployed  people,  but  no 
Capital,  or  Money,  to  set  their  industry  in  motion.  Seeing  this 
state  of  matters,  the  Edinburgh  banks  opened  branches  in  numerous 
parts  of  the  country,  and  sent  down  boxes  full  of  £1  notes,  and 
granted  Cash  Credits  to  the  farmers.  These  Notes  were  universally 
received  as  readily  as  Coin.  The  farmers  made  their  purchases  and 
paid  wages  with  them;  and  the  enormous  tracts  of  barren  land 
were  changed  into  fertile  com  fields.  Now,  these  £1  notes  were 
not  a  substitute  for  any  specie,  they  did  not  supersede  or  displace 
any  previously-existing  money,  they  were  a  pure  addition  to  the 
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existing  money;  and,  seeipg  all  UiiSy  what  are  we  to  say  of  thd 
doctrines  of  those  writers,  who  maintain  that  no  increase  of  money 
can  be  of  any  use  to  a  country,  and  that  to  issue  Paper  in  excess 
of  Specie  is  robbery? 

Commerce  and  agriculture,  therefore,  received  their  prodigious 
stimulus  from  these  Cash  Credits.  But  they  were  of  still  greater 
use  in  a  public  point  of  view.  Ahnost  all  the  great  public  works 
of  every  description  were  created  by  means  of  Cash  Credits.  One 
witness  stated  that  the  Forth  and  Clyde  Canal  was  executed  by 
means  of  a  Cash  Credit  of  £40,000  granted  by  the  Royal  Bank. 
And,  in  a  similar  way  whenever  any  other  great  public  works  are 
to  be  done,  such  as  roads,  bridges  canals,  &c.,  the  invariable  course 
is  to  obtain  a  large  Cash  Credit  at  one  of  the  Banks. 

25.  The  advantage  to  the  person  who  has  a  Cash  Credit  is,  that  he 
only  pays  interest  from  day  to  day  on  the  sum  he  actuaUy  has  at 
his  debit,  whereas,  in  discounting  a  bill  of  exchange,  he  pays 
interest  on  the  whole  amount  of  his  Credit,  whether  he  uses  it  or 
not,  and  discount  is  a  trifle  more  expensive  than  interest.  The 
Bank  would,  therefore,  naturally  prefer  to  employ  its  resources  by 
way  of  discount,  if  it  could,  rather  than  Cash  Credit.  There  is 
also  a  further  disadvantage  attending  them,  that  they  cannot  be 
called  u})  on  a  sudden  emergeney,  and  if  there  be  a  run  upon  the 
bank,  the  security  cannot  be  negotiated  like  a  bill  of  exchange. 
It  is,  therefore,  only  where  a  bank  has  a  superfluity  of  Credit 
whieh  it  c^muot  employ  profitably  that  it  would  resort  to  Cash 
Credit,  and  also  when  there  is  but  a  slight  chance  of  a  run  upon  it. 

For  these  reasons,  Ca^h  Credits  have  always  been  looked  upon 
with  a  very  uufavoiirable  eye  by  London  Bankers,  and  for  very 
good  reiLsons.  In  the  first  i>hice,  their  Credit,  until  recently,  was 
not  so  solid  and  well  established  as  that  of  the  principal  Scotch 
banks.  These  originated  Ciush  Credits  in  consequence  of  their 
issuing  £1  notes,  and  London  bankers  do  not  issue  circulating 
Credit  in  the  form  of  notes — they  can  always  find  employment  for 
their  cash — and  they  are  more  liable  to  ruiLS. 

2().  All  these  marvellous  results,  whieh  have  raised  Scotland  from 
the  lowest  state  of  Uirbarisni  up  to  her  [)resent  i)roud  ix>sition,  in 
the  s[uice  of  150  years,  are  tlie  children  of  pure  Credit.     It  is  no 

cXc.gi;ciuLio:i  wLaU'VOi .  LuL  a  ui  lauclioly  triiLJu  that  ai  the  period 
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of  the  Revolution  of  1688,  and  the  establishment  of  the  Bank  of 
Scotland,  that  conntrj,  partly  owing  to  snch  a  series  of  disasters 
as  cannot  be  paralleled  in  the  history  of  any  other  independent 
nation,  and  partly  owing  to  its  position  in  the  very  outskirts  of  the 
civilised  world,  and  far  removed  from  the  humanising  influence  of 
commerce,  divided,  in  fact,  into  two  nations,  aliens  in  blood  and 
language,  was  the  most  utterly  barbarous,  savage,  and  lawless 
kingdom  in  Europe.  And  it  is  equally  undeniable  that  the  two 
great  causes  of  her  rapid  rise  in  civilisation  and  wealth,  have  been 
her  systems  of  national  education  and  banking.  Her  system  of 
banking  has  been  of  infinitely  greater  service  to  her  than  mines  of 
gold  and  silver.  Mines  of  the  precious  metals  would  probably  have 
demoralised  her  people.  But  her  banking  system  has  tended  im- 
mensely to  call  forth  every  manly  virtue.  In  the  character  of  her 
own  people,  in  their  steadiness,  their  integrity,  their  honour, 
Scotland  has  found  wealth  infinitely  more  beneficial  to  her  than 
the  mines  of  Mexico  and  Peru. 

The  express  purpose  of  these  banks  was  to  create  Credit,  in- 
corporeal entities  created  out  of  Nothitigy  for  a  transitory  existence, 
and  then,  having  performed  their  functions,  vanishing  again  into 
the  Nothing  from  whence  they  came.  And  has  not  this  Credit 
been  capital  ?  Will  any  one,  with  these  results  staring  the 
world  in  the  face,  beheve  that  it  is  maintained  by  writers,  who  are 
still  considered  as  Economists,  that  the  effects  of  Credit  are  purely 
imaginary! — That  Credit  conduces  nothing  to  the  increase  of 
wealth  ! — That  Credit  conduces  nothing  to  production ! — That 
Credit  only  transfers  existing  capital! — ^And  that  those  who 
maintain  that  Credit  is  Productive  Capital,  are  such  puzzle-headed 
dolts  as  to  think  that  the  same  thing  can  be  in  two  places  at  once! 

Now,  we  observe,  that  these  Cash  Credits,  which  have  produced 
such  marvellous  results,  are  purely  of  the  nature  of  what  is  called 
Accommodation  Pajjer  in  England.  They  are  not  based  upon  any 
previous  operations,  nor  upon  the  transfer  of  commodities  already 
in  existence.  They  are  created  for  the  express  purpose  of  creating 
or  form  in  (J  future  products,  which  would  either  have  had  no  exist- 
ence at  all  but  for  them,  or,  at  all  events,  it  would  have  been 
deferred  for  a  very  long  period,  until  solid  money  could  have  been 
obtained  to  produce  them.  Thus  we  have  an  enormous  mass  of 
exchunj^^eable  property,  created  by  the  mere  will  of  the  bank  and 
iu  customers,  which  produces  all  the  solid  effects  of  gold  wd 
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gilyer,  and  when  it  has  done  its  work,  it  yanishes  again  into 
nothing,  at  the  will  of  the  same  persons  who  called  it  into  exist- 
ence. Hence  we  see  that  the  mere  will  of  man  has  created  vast 
masses  of  wealth  ont  of  Nothitigy  and  then  Decbeated  them  into 
NoTHixG,  which,  having  served  their  purpose,  after  a  time  were 

"Melted  into  air,  into  thin  air.** 

Bat  their  solid  results  have  by  no  means  faded  Uke  the  baseless 
fabric  of  a  vision,  leading  not  a  rack  behind.  On  the  contrary, 
their  solid  results  have  been  her  far-famed  agriculture,  the  manu- 
factures of  Glasgow  and  Paisley,  the  unrivalled  steam-ships  of  the 
Clyde,  great  public  works  of  all  sorts,  canals,  roads,  bridges,  and 
poor  young  men  converted  into  princely  merchants. 

What  the  Nile  is  to  Egypt,  that  has  been  her  banking  system 
to  Scotland;  and  it  was  fortunate  for  her  that  the  foundations  of 
her  prosperity  were  laid  broad  and  deep  before  the  gigantic  fidlacy 
was  dreamt  of,  that  the  issues  of  banks  should  be  inexorably 
restricted  to  the  amount  of  gold  they  displace,  and  before  Mill  had 
proclaimed  to  the  world  that  those  who  created  paper  beyond 
that  are  robbers ! 

On  Open  Credif.'f. 

27.  We  have  seen  that  Cash  Credits  are  always  created  to  for- 
ward a  future  operation,  and  are  never  founded  on  a  past  one.  There 
is  always,  however,  collateral  security  taken,  so  as  to  protect  the 
Bank  against  loss.  In  the  keen  spirit  of  competition,  however,  a 
hazardous  system  has  sprung  up  of  granting  these  credits  without 
collateral  security.  This  system  is  a  good  deal  practised  abroad, 
we  believe,  and  is  called  Credit  a  Decouvert,  and,  in  this  country, 
Open  Credits,  It  is  manifestly  far  more  hazardous  than  Cash 
Credits,  or  common  discounting,  because  there  are  always  two 
names  at  least  in  such  cases.  We  believe  that  the  Joint  Stock 
Banks,  which  failed  a  few  years  ago,  indulged  to  a  great  extent 
in  this  dangerous  system. 

On  AOCOMMODATION  BiLLS. 

28.  We  now  come  to  a  species  of  Credit,  which  will  demand 
great  attention,  because  it  is  the  curse  and  the  plague  spot  of 
Commerce,  and  it  has  been  the  great  cause  of  those  frightful  com- 
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mercial  crises,  which  seem  periodically  to  recur;  and  yet,  though 
there  can  be  no  doubt  that  it  is  in  many  cases  essentially  fraudulent, 
yet  it  is  of  so  subtle  a  nature  as  to  defy  all  powers  of  Legislation 
to  cope  with  it. 

We  have  shown,  by  the  exposition  of  the  system  of  Cash  Credits, 
that  there  is  nothing  essentially  dangerous  or  fraudulent  in  a 
Credit  beiug  created  for  the  purpose  of  promoting  future  opera- 
tions. On  the  contrary,  such  Credits  have  been  one  of  the  most 
powerful  weai)ons  ever  devised  by  the  ingenuity  of  man  to  promote 
the  prosperity  of  the  country.  A  certain  species  of  this  Credit, 
however,  having  been  grossly  misused  for  fraudulent  purposes,  and 
having  produced  great  calamities,  we  must  now  examine  wherein 
the  danger  and  the  fraud  of  this  particular  form  of  Credit  lie. 

When  a  Bill  of  Exchange  is  given  in  exchange  for  goods  actually 
purchased  at  the  time,  it  is  called  a  Real  Bill,  and  it  is  supposed 
by  many  writers,  and  even  by  many  commercial  men,  that  there 
is  something  essentially  safe  in  it,  because,  as  the  goods  have  been 
received  for  it,  it  is  supposed  they  are  always  there  to  provide  for 
the  payment  of  it;  and  that  only  so  much  Credit  is  created  as  there 
are  goods  to  redeem  it.  Thus,  in  the  article  Credit^  in  the 
Enajdopmdui  Britannicn,  it  is  said — "  Every  sum  of  Credit,  there- 
fore, must  be  founded  on  a  transfer  of  a  corresponding  sum  of 
Capital,  and  the  whole  amount  of  Credit  existing,  at  any  time,  can 
never  exceed  that  of  the  lent  capital." 

When  we  see  such  gross,  dense,  crassa  ignorayitia  in  a  publica- 
tion of  the  character  and  pretensions  of  the  Encyclopctdia 
Briianntca,  what  are  we  to  expect  from  the  general  public  ? 

Leaving  out  of  consideration  at  present  the  cases  where  Credit 
is  created  without  the  transfer  of  any  capital  at  all,  it  is  manifest, 
from  the  description  of  the  system  of  Credit  already  given,  that 
it  is  utterly  erroneous  to  say  that  the  quantity  of  Credit  cannot 
exceed  the  quantity  of  Capital  lent.  A  Bill  of  Exchange,  it  is  true, 
only  arises  out  of  a  transfer  of  goods,  but  then  a  fresh  bill  is  created 
at  each  transfer.  In  the  ordinary  course  of  business,  there  will 
always  be,  in  general,  at  least  ttvice  the  amount  of  bills  to  what 
there  are  goods.  But  if  twenty  transfers  took  place,  twenty  bilk 
would  be  created.  If  goods  to  the  amount  of  £100  were  trans- 
ferred twenty  times,  supposing  even  that  the  price  of  the  goods 
did  not  change,  which  it  most  assuredly  would,  there  would  be 
Credit  created  to  the  amount  of  £2,000.    And  it  would  only  b^ 
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the  last  holder  of  the  goods  who  would  have  them^  and  be  enabled 
to  devote  the  proceeds  to  the  payment  of  the  last  bill  only.  The 
remaining  nineteen  bills  most  manifestly  depend  npon  other 
sonrces  for  payment 

The  secority^  therefore,  which  is  supposed  to  reside  in  Real 
Bills,  on  account  of  their  being  foonded  on  the  transfer  of  goods, 
is  shewn  to  be,  to  a  great  extent,  imaginary.  Let  tis  suppose, 
however,  that  A  sees  that  a  profitable  operation  may  be  done. 
The  Bank  will  not,  as  traders  do,  make  him  an  advance  on  his  own 
name  alone.  It  most  have  at  least  two  names.  A  therefore  goes 
to  B,  and  gets  him  to  join  him  as  security  to  the  Bank,  on  engag- 
ing to  find  the  funds  to  meet  the  bill  when  due.  A  then  draws  a 
Bill  on  B,  who  accepts  it  to  accommodate  A,  as  it  is  called,  and 
such  a  Bill  is  called  an  Accommodation  Bill. 

The  Bill  thus  created  without  any  consideration,  as  it  is  termed 
in  legal  language,  or,  in  common  language,  without  any  transfer  of 
goods,  may  be  taken  to  a  Banker  to  be  discounted  like  any  other 
bill,  an  operation  may  be  performed,  and,  if  successful,  the  bill  may 
be  paid  with  the  proceeds. 

Stated,  therefore,  in  this  way,  there  is  nothing  more  objectionable 
in  such  an  Accommodation  Bill  than  in  any  ordinary  Real  BiU. 
The  security  is  just  the  same  in  one  case  as  in  the  other.  In  the 
one  case  goods  have  been  purchased,  which  will  pay  the  Bill:  in  the 
other,  case  goods  are  to  be  purchased,  whose  proceeds  are  to  pay 
the  Bill.  In  fact,  we  may  say  that  all  Commercial  Credit  is  of 
this  nature,  because  a  CVedit  is  created  to  purchase  the  goods 
whose  proceeds  are  to  pay  it. 

There  is,  therefore,  clearly  nothing  in  the  nature  of  this  species 
of  paper  worse  than  in  the  other,  and,  when  carefully  used,  nothing 
more  dangerous.  Cash  Credits,  which  have  been  one  of  the  safest 
and  most  profitable  parts  of  Scotch  banking,  and  have  done  so 
much  for  the  country,  are  all  of  this  nature.  They  were  created 
without  any  anterior  operation,  for  the  express  purpose  of  stimu- 
lating future  operations  out  of  which  the  Credit  was  to  be  redeemed. 
Tliere  is,  therefore,  not  anything  more  criminal,  atrocious,  and 
vicious  in  the  one  system  rather  than  in  the  other.  Or,  if  there 
be,  the  criminality  and  atrocity  must  lie  in  the  difference  between 
have  been  and  is  to  be. 

Nevertheless,  as  it  is  indubitably  certain  that  most  of  those 
terrible  commercial  crises  which  have  so  frequently  convulsed  the 
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nation,  have  sprung  out  of  this  species  of  paper,  it  does  merit  a  very 
considerable  portion  of  the  obloquy  and  vituperation  heaped  upon 
it.  It  is,  therefore,  now  our  duty  to  investigate  the  method  in 
which  it  is  applied,  and  to  point  out  wherein  its  true  danger 
lies. 

The  security  supposed  to  reside  in  Real  Bills,  as  such,  is  as  we 
have  seen,  exaggerated.  But  there  is  at  least  this  in  them,  that 
as  they  only  arise  out  of  the  real  transfers  of  property,  their  number 
must  be  limited  by  the  nature  of  things.  However  bad  and 
worthless  they  may  be  individually,  they  cannot  be  multiplied 
beyond  a  certain  extent.  There  is,  therefore,  a  limit  to  the 
calamities  they  cause.  But  we  shall  show  that,  with  Accommoda- 
lion  Bills,  the  limits  of  disaster  are  immensely  and  indefinitely 
extended,  frequently  involving  in  utter  ruin  all  who  are  brought 
within  their  vortex. 

We  shall  now  endeavour  to  explain  to  our  readers,  wherein  the 
difference  between  Real  and  Accommodation  Paper  consists,  and 
wherein  the  true  danger  lies. 

Let  us  suppose  that  a  manufacturer,  or  wholesale  dealer,  has 
sold  goods  to  ten  customers,  and  received  ten  bond  fide  trade  bills  for 
them.  He  then  discounts  these  ten  bills  with  his  banker.  The  ten 
acceptors  to  the  bills,  having  received  value  for  them,  they  are 
the  principal  debtors  to  the  Bank,  and  are  bound  to  meet  them  at 
maturity,  under  the  penalty  of  commercial  ruin.  The  Bank 
however,  has  not  only  their  names  on  the  bills,  but  also  that  of  its 
own  customer,  as  security.  It,  moreover,  generally  keeps  a  certain 
balance  of  its  customer's  in  its  own  hands,  proportional  to  the 
amount  of  the  limit  of  discount  allowed.  Now,  even  under  the 
best  circumstances,  an  acceptor  may  fail  to  meet  his  bill.  The 
Bank  then  immediately  debits  its  customer's  account  with  the 
amount  of  the  bill,  and  gives  it  him  back.  If  there  should  not  be 
enough,  the  customer  is  called  upon  to  pay  up  the  difference.  If 
the  worst  comes  to  the  worst,  and  its' customer  fails,  the  Bank  can 
pursue  its  legal  remedy  against  the  estates  of  both  the  parties  to 
the  bill,  without  in  any  way  affecting  the  position  of  the  remaining 
nine  acceptors,  who,  of  course,  are  still  bound  to  meet  their  own 
bills.  Even  supposing,  however,  it  is  only  the  acceptor  who  fails 
to  meet  his  bill,  the  Bank  would  not  probably  take  a  second  bill 
upon  him,  nor  would  a  dealer  sell  his  goods  again  to  him,  after 
giving  him  the  annoyance  of  having  to  take  up  his  bill. 
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In  the  case  of  Accommodation  Paper,  there  are  very  material 
differences.  To  the  eye  of  the  banker  there  is  no  visible  difference 
between  Real  and  Accommodation  Bills.  They  are,  nevertheless, 
very  different,  and  it  is  in  these  differences  that  the  danger 
consists. 

In  Accommodation  Paper,  the  person  for  whose  accommodation 
the  drawing,  indorsing,  or  accepting,  is  done,  is  boond  to  provide 
the  fimds  to  meet  the  bill,  or  to  indemnify  the  person  who  gives 
his  name.  In  the  most  nsnal  form  of  Accommodation  Paper,  that 
of  an  acceptance,  the  acceptor  is  a  mere  surety,  the  drawer  is  the 
real  principal  debtor. 

Now,  suppose,  as  before,  that  A  gets  ten  of  his  friends  to 
accommodate  him  with  their  names,  and  discounts  these  bills  at 
his  banker's,  it  is  A's  duty  to  provide  ftmds  to  meet  every  one  of 
these  bills  at  maturity.  There  is,  in  fact,  only  one  real  principal 
debtor,  and  ten  sureties.  Now,  these  ten  accommodation  acceptors 
are  probably  ignorant  of  each  other's  proceedings.  They  only 
•  give  their  names  on  the  express  understanding  that  they  are  not 
to  be  called  upon  to  meet  the  bill;  and,  accordingly,  they  make  no 
provision  to  do  so.  If  any  one  of  them  is  called  upon  to  meet  his 
bill,  he  immediately  has  a  legal  remedy  against  the  drawer.  In 
the  case  of  Real  Bills,  then,  the  bank  would  have  ten  persons,  who 
would  each  take  care  to  be  in  a  position  to  meet  his  own  engage- 
ment; in  the  case  of  Acconimodation  Paper  there  is  only  one 
person  to  meet  the  engagements  of  ten.  Furthermore,  if  one  of 
ten  real  acceptors  fails  in  his  engagement,  the  bimk  can  safely 
press  the  drawer;  but  if  the  drawer  of  the  accommodation  bill  fails 
to  meet  one  of  the  ten  acceptances,  and  the  bank  suddenly  discovers 
that  it  is  an  accommodation  bill,  and  they  are  under  large  advances 
to  the  drawer,  they  dare  not,  for  their  own  safety,  press  the 
acceptor,  because  he  will,  of  course,  have  immediate  recourse 
against  his  debtor, and  the  wljole  fixbricwill  probably  tumbledown 
like  a  house  of  cards,  llenee  the  chances  of  disjistcr  are  much 
greater  when  there  is  only  one  person  to  meet  so  many  engage- 
ments than  when  there  are  so  many,  each  bound  to  meet  his 
own. 

We  sec,  then,  that  the  real  danger  to  a  bank  in  being  led  into 
discounting  Accomniodution  Paper  is,  that  the  position  of  principal 
and  surety  is  reversed.  They  are  deceived  as  to  who  the  real 
debtor  is,  and  who  the  real  surety  is,  being  precisely  the  reverse 
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to  what  they  appear  to  be^  which  makes  a  very  great  difference  in 
the  security  to  the  holder  of  the  bills.  To  advance  money  by  way 
of  Cash  Credit,  or  by  loan  with  security,  is  quite  a  different  affair; 
because  the  bank  then  knows  exactly  what  it  is  doing,  and,  as 
soon  as  anything  occurs  amiss,  it  knows  the  remedy  to  be  adopted. 
Moreover,  it  never  permits  the  advance  to  exceed  a  certain  definite 
limit,  but  it  never  can  tell  to  what  length  it  may  be  inveigled 
into  discounting  Accommodation  Paper,  until  some  commercial 
reverse  happens,  when  it  may  discover  that  its  customer  has  been 
carrying  on  some  great  speculative  operation,  with  capital 
borrowed  from  it  alone. 

Such  appears  to  us  to  be  the  true  explanation  of  the  real  danger 
of  accommodation  paper,  and  which  was  given  in  the  first  edition 
of  this  yrork,  and  we  may  say  that  its  correctness  has  received  the 
sanction  of  the  high  authority  of  Mr.  Commissioner  Holroyd,  who 
quoted  it  in  his  judgment  in  the  case  of  the  great  leather  frauds, 
Laurence,  Mortimer,  and  Schrader,  as  appears  in  the  Standard, 
March  7th,  1861. 

To  exhibit  to  our  readers  how  this  nefarious  system  is  carried 
on,  it  will  be  advisable  to  give  an  outline  of  this  celebrated  case. 

In  the  first  place,  in  order  to  explain  how  such  things  are 
possible,  we  may,  perhaps,  call  attention  to  a  delusion  which  is 
very  prevalent  among  uninformed  writers,  namely,  that  Bills  of 
Exchange  are  paid  in  money.  It  is  true  that  Bills  of  Exchange 
must  always  be  expressed  to  be  payable  in  money,  but,  as  the 
reader  may  see  in  the  preceding  chapter,  very  few  bills  are  really 
ever  paid  in  money.  When  a  customer  has  a  banking  account,  the 
banker  discounts  his  bills  by  writing  down  the  amount  to  his 
credit,  and  this  Credit  is  called  a  Deposit.  The  customer  always 
pays  his  bills  by  drawing  upon  this  Credit,  and  when  it  gets  low 
the  usual  practice  is  for  him  to  discount  a  fresh  batch  of  bills. 
Thus,  in  ordinary  times,  the  previous  Debts  are  always  paid  by 
creating  new  Debts.  No  doubt,  if  the  banker  refuses  to  discount, 
the  customer  must  meet  his  bills  in  money,  but  then  no  trader 
ever  expects  to  do  so.  If  his  character  be  good,  he  counts  upon 
discounte  with  his  banker  almost  as  a  matter  of  right,  and,  there- 
fore, to  call  u}X)n  him  to  meet  his  bills  in  money  may  oblige  him 
to  sell  goods,  &c.,  at  a  great  sacrifice,  or  may  cause  his  ruin. 

However,  it  is  always  supposed  that  the  bills  discounted  are 
good  ones,  that  is,  they  could  be  paid  in  money  if  required.   Thag^ 
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thongh  in  common  practice  very  few  bills  are  really  paid  in  money^ 
it  is  manifest  that  the  whole  stability  of  the  Bank  depends  upon 
the  last  bills  discounted  being  good  ones. 

Now,  let  us  suppose  that  for  some  time  a  customer  brings  good 
bills  to  the  Bank,  and  acquires  a  good  character,  and  thus  throws 
the  banker  off  his  guard;  meeting  some  temporary  embarrassment, 
perhaps,  he  is  in  difficulty  to  meet  his  bills.  In  order  to  get  over 
this  difficulty,  perhaps  he  goes  to  some  man  of  straw,  and,  perhaps, 
for  some  trifling  consideration,  gets  him  to  accept  a  bill  without 
having  any  property  to  meet  it.  He  then  takes  this  fraudu- 
lent bill  to  his  banker.  Thrown-  off  his  guard,  perhaps,  by  his 
previous  regularity,  the  unsuspicious  banker  buys  this  bill,  and 
gives  him  a  Deposit  for  it.  This  Deposit  goes  to  pay  the  former 
bills.  In  the  meantime,  the  rotten  bill  is  falling  due,  and  must 
be  met.  The  acceptor  has  manifestly  no  means  to  meet  it,  and 
the  only  way  to  do  so  is  to  create  some  more  of  these  rotten 
bills.  Now  the  drawer  may  be  speculating  in  trade  and  losing 
money  every  day  ;  but  his  bQls  must  be  met,  and  there  is  no 
other  way  of  doing  so  but  by  constantly  creating  fresh  rotten 
bills  to  meet  the  former  ones.  By  this  means  the  customer  may 
extract  indefinite  sums  of  money  from  his  banker,  and  give  him  in 
return  so  many  pieces  of  paper  !  Xow  when  times  are  prosperous 
and  discounts  are  low,  this  system  may  ^o  on  for  many  years.  But 
at  last  a  commercial  crisis  comes.  The  money  market  becomes 
"  tight."  Bankers  not  only  raise  the  rate  of  discount,  but  they 
reftise  to  discount  so  freely  as  formerly  ;  they  contract  their  issues. 
All  these  rotten  bills  are  in  the  bank,  and  must  be  met.  But,  if 
the  bankers  refuse  to  discount,  they  must  be  met  with  money.  But 
all  the  property  which  the  conspirators  ever  had  may  have  been 
lost  twenty  times  over,  and,  consequently,  when  the  crisis  comes 
they  have  nothing  to  convert  into  money  !  Then  comes  the 
crash  !  Directly  the  banker  refuses  to  pay  his  customer's  bills  by 
means  of  his  own  money,  he  wakes  to  the  i)lea.sant  discovery  that 
he  has  been  dancing  upon  nothing !  and  finds  tliat  he  has  been 
paying  all  his  customers'  bills  for  many  years  with  his  own  money  I 

This  is  the  ratiojmk  of  Accommodation  Paper;  and  here  we 
see  how  entirely  it  differs  from  Real  Paper.  Because,  with  Real 
Paper,  and  ham  fide  customers,  though  losses  may  come,  still, 
directlv  the  loss  occurs,  there  is  an  end  of  it.  But,  with  Accom- 
modation  Paper,  the  prospect  of  a  loss  is  the  very  cause  of  a 
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greater  one  being  made,  and  so  perpetually,  in  an  ever-widening 
circle,  till  at  last  the  canker  may  eat  into  a  banker's  assets  to  any 
amonnt  almost.  It  is  also  clear  that  if  a  man,  having  got  a  good 
character,  may  sometimes  do  so  much  mischief  to  a  single  banker, 
the  capacity  for  mischief  is  vastly  increased  if,  from  a  high  position 
and  old  standing,  he  is  able  to  discount  with  several  banks,  for  he 
is  then  able  to  diminish  greatly  the  chances  of  detection. 

In  the  case  above  mentioned,  LaurencSy  Mortimer  and  Co.  were 
of  very  high  position  and  of  old  standing  in  the  commercial  world. 
They  were  leather  and  hide  factors,  and  the  house  was  of  above 
fifty  years'  standing.  They  bought  hides  on  commission  for 
tanners,  and  sold  leather,  and  had  leather  consigned  to  them  for 
sale.  The  hides  were  paid  for  by  the  tanners'  acceptances  of  the 
factor's  drafts  at  four  months.  In  the  course  of  business,  they  got 
connected  with  a  considerable  number  of  houses  which  were  in  a 
state  of  insolvency.  To  support  these  houses,  apd  to  extend  their 
own  operations,  they  entered  into  an  enormous  system  of  Accom- 
modation Paper.  They  were  in  the  habit  of  advancing  money  to 
their  customers  at  five  per  cent.,  and  then  discounting  these  bills 
at  their  bankers  at  three  per  cent.,  thus  making  two  per  cent,  by 
the  transaction.  When  their  customers  often  lost  the  money,  the 
bills  were  renewed,  or  new  ones  created  of  arbitrary  amounts  to 
conceal  tbe  loss.  The  house  had  an  agency  in  Liverpool,  which 
pursued  exactly  the  same  course.  They  set  up  people  ostensibly 
in  business  for  the  purpose  of  drawing  on  them.  And  these 
'*  dummies  "  drew  upon  the  house,  and  these  cross  acceptances  were 
afloat  to  a  large  amount.  This  will  be  sufficient  to  give  an  idea 
of  this  complicated  net-work  of  cross  transactions  between  the 
house  and  its  satellites.  In  the  mean  time,  heavy  losses  were 
sustained  in  their  trade  transactions,  which  were,  in  fact,  extracted 
out  of  the  bankers  by  the  fraudulent  concoction  of  bills  among  the 
losers.  The  high  standing  of  the  house  enabled  them  to  entangle 
no  less  than  twenty-nine  banks  and  discount  houses  in  their 
meshes.  At  the  time  of  the  stoppage,  the  London  house  had 
liabilities  of  £820,000,  of  which  £620,000  consisted  of  these 
fraudulent  bills.  The  Liverpool  house  had  liabilities  of  £1 58,750, 
out  of  which  £180,000  were  fraudulent.  Such  is  one  example  of 
the  mischief  worked  by  this  nefarious  system. 

A  still  more  terrible  example  is  the  case  of  the  Western  Bank 
of  Scotland,  which  is  fully  detailed  in  a  subsequent  chapter,  which 
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was  in  great  part  cansed  by  the  fraudnlent  proceedings  of  four 
houses.  The  cases  there  detailed  show  to  what  a  gigantic  length 
these  proceedings  were  carried.  The  Macdonalds  had  bills  dis- 
connted  to  the  amount  of  £408,716^  drawn  upon  124  acceptorSy  of 
whom  at  least  70  were  men  of  straw^  who  made  it  a  regular  trade 
to  accept  bills  for  a  small  commission.  In  ^t,  they  kept  an  agent 
in  London  for  the  express  purpose  of  procuring  accommodation 
acceptances. 

From  these  accommodation  bills  to  forged  bills  there  is  but  one 
step.  It  is  but  a  thin  line  of  division  between  drawing  upon  a  man 
who  is  notoriously  utterly  unable  to  pay^  and  drawing  upon  a 
person  who  does  not  exist  at  all^  or  forging  an  acceptance.  In 
practical  morality^  and  in  its  practical  effects^  there  is  none. 
Traders  sometimes  do  not  even  take  the  trouble  to  get  a  beggar  to 
write  his  name  on  their  bills,  but  they  invent  one.  The  case  of 
traders  dealing  with  a  number  of  small  country  connections  afTords 
facilities  for  such  practices.  They  begin  by  establishing  a  good 
character  for  their  biUs.  Their  business  gradually  increases. 
Their  connections  gradually  extend  all  over  the  Kingdom.  The 
banker^  satisfied  with  the  regularity  of  the  account,  cannot  take 
the  trouble  of  sending  down  to  inquire  as  to  the  acceptor  of  every 
bill.  The  circle  gradually  enlarges,  until  some  fine  morning  the 
whole  affair  blows  up.  The  ingenuity  sometimes  exercised  by 
traders  in  carrying  out  such  a  system  is  absolutely  marvellous. 

It  is  in  times  of  speculation  in  great  commodities  that  Accom- 
modation Fi^yer  is  particularly  rife.  In  a  great  failure  of  the 
harvest,  when  large  importations  are  required,  and  it  is  expected 
that  prices  will  rise  very  high,  every  corn  merchant  wants  to  be 
able  to  purchase  as  much  as  possible.  But  if  no  sales  have  taken 
place  there  can  be  no  real  trade  bills.  They,  therefore,  proceed  to 
manufacture  them  in  order  to  extract  funds  from  bankers  to 
speculate  with.  No  banker  in  his  senses  would  actually  advance 
money  for  them  to  speculate  with,  with  his  eyes  o|)en.  Never- 
theless, they  must  have  the  funds  from  the  bankers,  and  this  thej 
do  by  means  of  cross  acceptances,  which  they  go  and  discount  with 
their  bankers.  They  then,  perhaps,  buy  a  certain  amount  of 
corn,  or  any  other  goods,  and  many  bankers  will  discount  their 
bills,  with  the  collateral  security  of  the  bill  of  lading.  And  this 
they  may  repeat  many  times  over,  till  the  quantity  of  Credit 
created  is  something  astonishing.    In  the  Crimean  war  there  was 


ACCOMMODATION  BILLS.  807 

a  great  demand  for  shipping,  and  there  was  an  enormons  amonnt 
of  accommodation  bills  manufactured  by  the  Liverpool  shipowners, 
and  discounted  all  over  the  kingdom.  The  results  were  frightfally 
disastrous* 

The  insurmountable  objection,  therefore,  to  this  species  of  paper, 
is  the  dangerous  and  boundless  frvcilitj  it  affords  for  raising  money 
for  speculative  purposes.  And  there  is  much  reason  to  fear  that 
this  pernicious  system  prevails  to  a  much  greater  extent  than  is 
generally  supposed.  The  Legislature  has  imposed  bounds  npon 
the  issue  of  notes  by  banks,  but  there  is  much  greater  reason  that 
Bome  attempt  should  be  made  to  curb  the  extravagant  magnitude 
to  which  this  detestable  practice  has  been  developed.  The  Bank 
of  England  is  strictly  forbidden  to  issue  a  single  £5  note  of  accom- 
modation paper,  and  is  it  to  be  tolerated  that  any  set  of  adventurers 
may  set  afloat  many  hundred  thousand  pounds  worth  of  their 
accommodation  paper  ? 

To  deal,  however,  legislatively  with  fictitious  paper,  is  the  most 
perplexing  conmiercial  problem  of  the  day.  The  difficulty  consists 
in  determining  what  is  really  an  Accommodation  Bill.  An  Accom- 
modation Bill  is  defined  to  be  a  Bill  to  which  the  acceptor,  drawer, 
or  indorser,  as  the  case  may  be,  has  put  his  name,  without  con- 
sideration, for  the  purpose  of  benefiting,  or  accommodating,  some 
other  party,  who  is  to  provide  for  the  bill  when  due.  But  the 
whole  difficulty  turns  upon  the  consideration.  The  consideration 
may  be  of  many  sorts,  and  does  not  by  any  means  denote  a  sale  of 
goods  at  the  time.  Moreover,  a  bill  may  be  an  Accommodation 
Bill  at  its  creation,  but  if  any  consideration  be  given  during  the 
period  of  its  currency  it  ceases  to  be  an  Accommodation  Bill. 

Moreover,  the  consideration  may  be  of  many  sorts.  If  A  draws 
a  bill  upon  B,  who  accepts  it  for  A's  aoconmiodation,  for  the 
express  purpose  of  enabling  him  to  go  to  a  Bank  and  get  money 
for  it,  that  is  a  pure  Accommodation  Bill,  and  manifestly  fraud- 
ulent. But  if  B  draws  an  exactly  similar  bill  at  the  same  time  on 
A,  and  A  accepts  it  for  the  accommodation  of  B,  then  neither  of 
the  Bills  are  Accommodation  Bills. 

To  an  unlearned  reader,  this  may  seem  a  very  strange  doctrine. 
It  is,  nevertheless,  firmly-established  law.  In  one  case,^  A  and  B 
being  desirous  to  acconmiodate  each  other,  each  drew  a  bill  upon 
the  other,  and  accepted  one  in  return,  the  two  bills  being  precisely 

<  Bol/e  ▼.  CasUm,  2  H.  Bltdutone,  p.  571. 

X  2 


#- 


808     THSOBT  AHD  PBACTICS  OV  BANKING. 

alikoi  in  the  date,  sum  of  money^Huod  timeB  of  paymfint — ^neiUicr 
party  having  any  eflbcto  of  the  other  in  his  hand*  The  Ooort 
were  dearly  of  opinion  that  the  two  bills  were  matnal  engagementiy 
constitntii^  on  each  part  a  Debt,  the  one  being  a  oonaideration  of 
the  other.  This  doctrine  was  repeated  and  confirmed  in  another 
case,^  in  which  Orose,  J.,  said,  the  instant  the  biUs  wereexdianged 
eaoh  was  indebted  to  the  other  in  the  smn  which  was  the  amoonl 
of  their  reqiectiye  acceptances,  for  the  oonnter  acceptances  were  a 
good  ocmsideration  to  fonnd  a  Debt  upon  either  side  req^ectively. 
In  the  case  of  a  single  accommodation  acceptance,  said  the 
learned  judge,  there  is  no  debt  to  the  acceptor ;  the  Debt  aocmes 
only  by  payment  of  the  money.  The  acceptor,  jud  acceptor,  can 
never  be  a  creditor ;  his  acceptance  imports  the  admission  of  a 
debt  from  him  to  another,  and  when  he  has  paid  as  acceptor,  if  he 
paid  for  any  other  person  in  consequence  of  any  request  from  that 
other,  he  becomes  a  creditor,  not  on  the  fooe  of  the  bill,  but  by  a 
contract  collateral  to  the  bilL  When  two  persons  exchange  ac- 
ceptances, each  becomes  the  debtor  of  the  other  upon  his  accepted 
bills.  Bat  when  a  man  accepts  ?rithout  consideration,  he  is  nevff 
a  creditor  of  the  person  from  whom  he  accepts  till  he  pays ;  from 
that  payment  arises  the  debt;  but  when  the  acceptance  wss 
exchanged,  the  debt  arises  from  these  acceptances.  This  doctrine 
was  repeated  and  confirmed  in  subsequent  cases,'  when  it  was 
adopted  by  the  whole  Court  of  King's  Bench. 

This  doctrine  shews  how  utterly  hopeless  it  is  to  deal  legis- 
latively with  Accommodation  Paper.  At  least,  they  must  be  very 
poor  rogues  indeed  who  cannot  manufacture  any  amount  of  real 
honA  fids  bills  they  please.  Two  ragamuffins,  who  neither  possess 
one  sixpence  in  the  world,  have  only  to  get  a  quire  of  paper — ^if 
they  can  pay  for  it.  One  engages  to  pay  £1,000  to  the  order  of 
the  other.  That  would  be  an  Accommodation  Bill.  But  the 
second  then  engages  to  pay  £1,000  to  the  order  of  the  first. 
These  are  no  longer  Accommodation  Bill !  but  given  for  a  roit- 
sideration.  If  two  such  bills  are  good,  then  two  thousand,  or  any 
larger  number,  are  equally  good.  We  suspect  that  Bankers 
would  look  askance  at  such  paper,  but  Westminster  Hall  declares 
them  all  to  be  good  bond  fiile  bills,  given  for  a  good  con- 
sideraiian. 

'   Coivlqf  T.  Dunlop,  7  T.  R.,  666. 
*  lUm  T.  SivM^  1  B.  &  Ad.,  621,  and  BuckUr  t.  BultivwU,  3,  East,  73. 
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Stated  in  the  above  form,  no  donbt  the  doctrine  may  appear 
somewhat  startling  to  some ;  bnt  when  we  consider  the  principle, 
and  not  the  accidental  circnmstance  that  the  persons  who  may  do 
it  are  insolvent,  the  difficulty  disappears.  For  it  is  just  what 
happens  every  day  in  banking.  It  is  by  no  means  unusual  for  the 
customer  of  a  banker  to  ask  him  to  discount  his  promissory  note. 
If  the  banker  does  so  and  gives  him  a  Deposit,  or  Credit,  or  his 
own  Notes,  this  is  an  exchange  of  securities.  It  is  precisely  the 
same  in  the  other  case.  Supposing  that  the  holders  of  these  bills 
are  enabled  to  purchase  goods  with  them,  they  may  be  paid  off  at 
maturity:  if  they  cannot  do  so,  then  the  re-exchange  of  the 
securities  is  the  mutual  payment  of  each  debt,  precisely  in  the 
same  manner  as  when  two  bankers  exchange  notes ;  or  as  when  a 
merchant  pays  his  own  acceptance  to  a  banker  in  the  banker's 
notes.  The  two  contracts  are  extinguished.  However,  we  must 
defer  saying  more  on  this  subject  until  we  come  to  the  Con- 
sideration of  Bills  of  Exchange. 

On  the  Teansfoemation  of  Temporaby  Credit  into 

Permanent  Capital. 

29.     We  have  now  to  give  an  example  of  the  use  of  Credit, 
which^'will  startle  and  amaze  our  readers,  and  of  which  we  have 
not  seen  the  slightest  notice  any  where  else. 
^   Sixteen  hundred  years  ago  Diophantus  said — 

"  Defect  multiplied  into  defect  gives  existence^ 

That  is  —  X  —  =»  +.  So  also,  without  reference  to  Algebra, 
Roman  Law  said — ^**Qui  obligatione  liberatur  videtur  cepisse 
quid,"  as  Von  Savigny  and  all  the  Civilians  say — "  The  Release 
of  a  Debt  is  in  all  cases  the  Oifb  of  an  equal  amount  of 
Money." 

Thus  in  Commercial  Algebra,  a  Release  from  a  Debt  is  in  all 
cases  absolutely  equivalent  to  a  Payment  in  Money,  in  strict 
accordance  with  the  principle  that  —  x  —  is  always  equivalent 
to  +  X  -f. 

80.  When  it  is  published  to  the  world  that  the  Bank  of 
England  has  a  paid-up  Capital  of  £14,000,000,  and  that  the 
various  Joint  Stock  Banks  of  London  have  paid-up  Capitals  of 
these  magnitudes — 
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London  and  Westminster  Bank £2,000,000 

Union  Bank 1,200,000 

London  Joint  Stock  Bank 1,200,000 

London  and  Conntj  Bank 1,000,000 

and  many  others  of  lesser  amount,  does  not  the  whole  world, 
except  those  very  few  who  are  conversant  with  the  mechanism 
of  banking,  believe  that  the  Bank  of  England  and  the  Jttnt 
Stock  Banks  have  iheae  soms  of  capital  paid  up  in  hard 
money  ? 

What  will  they  say  then  when  they  learn  that  this  idea  is  pure 
moanshinsf  These  Banks  never  had  anything  like  that  som  paid 
np  in  actual  money  at  all.  Of  course  it  is  utterly  impossible  to 
tell  how  much  was  ever  paid  in  money ;  but  this  we  believe  we 
are  safe  in  saying,  that  not  the  half  of  these  sums  was  ever  paid 
up  in  money.  At  least  half  of  these  gigantic  sums  of  so-called 
paid  up  capital  are  nothing  more  than  the  Bank's  own  Crsdit 
turned  into  Capital  ! 

In  order  to  understand  how  this  was  done,  we  have  to  explain 
how  the  Capital  of  the  Bank  of  England  was  increased  in  1697. 
The  first  subscription  of  £1,200,000  was  paid  up  in  money^ 
which  was  all  advanced  to  Government.  In  1696,.  the  Bank 
stopped  payment  under  circumstances  which  we  have  fully  detailed 
elsewhere  ^  and  its  notes  fell  to  a  discount  of  20  per  cent.  In 
February,  1697,  Parliament  took  in  hand  the  restoration  of  Public 
Credit.  It  was  determined  to  increase  the  Capital  of  the  Bank 
and  four-fifths  were  to  be  received  in  Exchequer  tallies,  and  one- 
fifth  in  the  Bank's  own  notes.  In  pursuance  of  this  Act  £800,000 
was  paid  in  in  Exchequer  tallies  and  £200,000  in  the  Bank's  own 
depreciated  notes,  which  were  taken  at  their  full  value  as  cash. 
And  thus  we  see  at  once  that  at  the  first  augvientation  of  Capital, 
£200,000  of  the  Capital  consisted  of  its  own  Depreciated  Notes,  or 
CREDIT.  And  the  Bank  was  authorised  to  issue  an  amount  of 
Notes  equal  to  the  amount  of  this  increase  of  Capital. 

An  exactly  similar  proceeding  is  described  in  the  history  of 
banking  in  Scotland.-  In  1727  the  Bank  of  Scotland  increased 
its  Capital.  The  subscription  was  paid  up  partly  in  the  bank's 
own  notes.    An  outcry  was  made  against  this,  but  the  Directors 

*  Dictionary  •/  Political  Economy ^  Art  Banking   in  England^  §  78 ;  and  §te 

Chapter  riii.,   infrii, 

*  Dictionary  of  Political  Economy,  Art.  Banking  in  Scotland,  §  288, 
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justly  answered — "  But  the  objectors  do  not  at  all  consider  this 
point,  for  the  payments  are  many  of  them  made  in  specie,  and 
bank  notes  are  justly  reckoned  the  same  as  specie  when  paid  in  on 
a  call  of  stock,  because,  when  paid  in,  it  lessens  the  Demand 
on  the  Bank, 

Here  we  see  that  the  Directors  clearly  understood  that  the 
Release  of  a  Debt  is  in  all  respects  equivalent  to  the  Payment  of 
Money,  The  bank  had  issued  its  notes.  For  whatever  reason 
they  were  issued,  they  were,  as  said.  Negative  quantities,  or  ob- 
ligations, and  the  bank  was  debtor  to  the  holders  of  them.  When 
the  call  was  made,  the  subscriber  might  either  pay  money,  or 
release  the  bank  from  its  debts;  and  the  two  operations  were  ab- 
solutely equivalent.  At  every  further  increase  of  capital,  the  very 
same  operation  would  be  repeated ;  payment  in  money  and  in  the 
Bank's  own  notes,  would  always  be  treated  as  exactly  equivalent ; 
and  hence  we  see  that  at  every  fresh  increase  of  capital,  a  certain 
quantity  of  the  Bank's  own  Temporary  Credit  would  be  turned 
into  Permanent  Capital. 

Thus  we  see  that  the  Parliament  of  England  and  the  Directors 
of  the  Bank  of  Scotland,  who  were  wholly  innocent  of  Algebra, 
and  were  probably  equally  innocent  of  Roman  Law,  simply  from 
their  own  practical  Commercial  instinct,  treated  the  Release  of  a 
Debt  as  equivalent  to  a  Payment  in  Money. 

Such  are  the  methods  by  which  the  Capital  of  a  Joint  Stock 
Bank,  which  issues  Notes,  may  be  increased.  It  might  be  thought, 
perhaps,  that  it  is  only  banks  which  issue  notes  that  can  turn  their 
own  Credit  into  Capital.  But  that  is  a  complete  error.  We  have 
seen,  in  this  section,  that  the  very  essence  of  Banking  consists  in 
making  advances  by  creating  Debts,  either  in  the  form  of  Notes, 
or  Credits,  in  their  books,  called  Deposits.  Thus,  all  the  Joint 
Stock  Banks  in  London,  other  than  the  Bank  of  England,  do 
business  exclusively  by  creating  Deposits.  Now,  suppose  a 
customer  of  one  of  these  Banks  has  a  balance,  or  Deposit,  on  his 
account.  The  Bank  determines  to  increase  its  Capital,  and  the 
customer  wishes  to  take  part  of  the  stock.  He  may  either  pay  in 
money,  or  he  may  give  the  Bank  a  Cheque  on  his  account.  This 
is  exactly  the  same  thing  as  paying  the  Bank  in  its  own  notes. 
It  is  the  Release  of  a  Debt.  Supposing  he  has  not  enough  on  his 
account  to  pay  for  the  stock  he  wishes  to  purchase,  he  may  bring 
the  Bank  bills  to  discount.    The  Bank  discounts  these  bills,  or 


312  THXOBT  AHD  FIULCTICE  OF  BANKING. 

boji  these  Debli»  by  anefttiiig  aiotfaer  Ikki,  in  the  tana  of  a 
Credit^  or  a  Deposit^  on  the  dutomer'B  aooonnt^  which  is  a 
Niggaikfe  qnantity,  exactly  equivakofc  to  a  Bank  note.  The 
cnstomer  then  gives  the  Bank  a  dieqne  on  his  aoooont^  that  is, 
he  releases  it  fimn  the  debt  it  has  jost  created  in  his  &Toiir. 
And,  thai  Debt  rdeattd,  thm  beeam§M  augmmiaiion  of  CkgriiaL 
Henoe^  we  see  that  the  Bank  first  oeated  the  Credit^  and  it  was 
then  tamed  into  CapitaL 

It  is  tnie  that  this  method  cannot  be  adcq[)ted  to  so  great  an 
extent  by  the  poblic  when  the  Bank  does  not  ianie  notes ;  beoanae 
the  general  public  woold  not  have  any  daims  against  the  Bank; 
bat  only  its  own  costomersy  and  those  who  might  happen  to  haTO 
cheqaes  given  to  them  by  them.  Still,  as  fiir  as  it  goes^  the 
principle  is  the  same.  And  this  is  the  way  in  which  the  capitsl 
of  all  Joint  Stock  Banks  is  increased,  and  it  may  go  oi\  to  any 
extent  withoat  any  payment  in  money. 

In  a  precisely  similar  way,  when  great  poblic  loans  are  con- 
tracted fixr,  a  yery  large  portion  of  them  is  always  created  by 
means  of  Credit.  The  costomers  of  a  Bank  widi  to  sobscribe  to 
a  loan.  They  bring  it  a  batch  of  bills  to  disooont.  Th^  draw 
cheques  against  the  deposits  created  on  the  disooont  of  these  bilh. 
These  cheques  may  be  paid  into  the  credit  of  the  great  con- 
tractorsy  at  their  buikersy  and  transferred  an  indefinite  number  of 
timeSy  without  ever  being  required  to  be  discharged  in  money; 
they  may,  in  tenet,  be  discharged  by  being  cancelled  against 
other  Credits. 


CHAPTER  VII. 
THE  THEORY  OF  THE  EXCHANGES. 


1.  We  have  said  that  when  an  interchange  of  like  things  takes 
place,  such  as  commodities  for  commodities,  or  currency  for 
currency,  it  is  called  an  exchange.  The  "  Exchanges "  is  that 
branch  of  Economics  which  treats  of  the  exchange  of  the  money 
of  one  country  for  the  money  of  another,  and  of  the  remission  of 
debts  ^om  one  place  to  another,  by  paper  documents.  They  are 
merely  an  exemplification  of  the  doctrines  of  Coinage  and  Credit, 
which  have  been  so  fidly  explained  in  the  preceding  chapters. 

*2.  Next  to  a  universal  language,  it  would  be  the  greatest 
commercial  blessing  to  all  nations,  if  they  could  agree  to  use  one 
uniform  measure  of  value,  and  the  same  weights  and  coins.  No 
small  part,  nay,  we  might  almost  say  the  chief  part,  of  the  intricacy 
and  subtlety  of  the  subject  of  exchanges,  arises  from  different 
nations  using  different  metals  as  the  legal  measure  of  value,  and 
coins  of  all  different  denominations  and  values.  If  all  nations 
could  be  brought  to  a  uniformity  on  these  subjects,  there  would  be 
no  more  difficulty  in  understanding  the  Theory  of  the  Exchanges 
between  them,  than  of  those  between  England  and  Scotland.  Tlie 
artificial  intricacy  of  the  subject  of  exchanges  gives  rise  to  the 
employment  of  a  considerable  amount  of  labour,  which  is  un- 
profitable to  the  community  at  large,  exactly  in  the  same  way  as 
a  superfluous  amount  of  technicality  in  a  system  of  law  gives  rise 
to  a  large  amount  of  unnecessary  law  busines^a.  Every  one  who 
has  travelled  abroad  knows  how  detrimental  the  different  exchanges 
are  to  his  purse,  as  he  passes  through  the  different  States.  If  any 
one  were  to  take  a  quantity  of  money  with  him  abroad,  and  pass 
through  several  different  States,  Uke  those  in  (Jermany,  it  would 
soon  dwindle  away  to  almost  nothing  by  the  repeated  operations  of 
exchanging  it  ifor  the  current  money  of  the  country  he  happened 
to  be  in  at  the  moment.  The  profits  of  the  money-changers,  as 
they  do  not  arise  out  of  natural  operations,  but  out  of  the  artificial 
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dktiiicii0DB  of  the  dilfisrent  ooinageB,  are  wholly  unprofitable  to 
the  oommimity  at  large;  becaoBe,  in  this  case  it  is  tme,  what  manj 
pecq)le  think  of  real  oommercey  that  the  gams  of  one  party  are 
wholly  made  up  of  the  ksses  of  a  nnmber  of  others ;  whereas  the 
test  of  gennine  oommeroe  is,  that  both  parties  gain  by  the  retj 
nature  of  the  transaction*  It  is  dear,  that  the  gains  of  the 
money-changers  are  no  more  additions  to  the  wealth  of  the  com* 
mnnity  than  the  practice  of  sweating  soyereigns  in  a  bag,  where 
the  apparent  profit  is  made  np  of  the  losses  on  each  coin. 

Banking  first  grew  oat  of  the  cywrations  of  the  money- 
changers, and  was  first  practised  by  them,  bat  yet  banking  and 
money-changing  are  whdly  different  in  their  natore.  The  latter 
prodnoes  no  benefit  to  society,  the  necessity  for  it  only  arises  oat 
of  the  artificial  and  anneoessary  defects  of  the  conmiercial  r^gola- 
tions  of  nations.  If  these  were  pat  on  a  better  Iboting,  the  whide 
trade  of  money  dianging  woold  be  swept  away  at  a  breath.  As 
the  want  of  proper  sanitary  arrangements  often  breeds  the 
diseases  which  cause  the  necessity  for  medical  men,  so  it  is  the 
imperfection  of  the  monetary  system  of  the  wwld  that  prodnoes 
the  necessity  ibr  money-changenu  Bankings  on  the  contrary,  is 
wholly  difB^nt  in  its  nature ;  it  is  genuine  commerce,  and,  like 
all  genuine  commerce,  it  promotes  the  interest  of  both  parties,  it 
blesses  him  that  lends  and  him  that  borrows,  and  augments  the 
prosperity  and  wealth  of  the  community  at  large.  The  correction 
of  the  imperfect  system  which  gives  rise  to  the  necessity  of 
money-changers  would  be  an  unmitigated  blessing  to  every  nation 
in  the  world  ;  the  abolition  of  banking  would  be  the  direst  blow 
commerce  could  receive. 

We  have  observed  that,  in  former  times,  when  there  was 
comparatively  little  oommeroe  between  different  countries,  the 
coinage  might  circulate  for  a  considerable  time  in  a  country 
without  very  much  losing  its  value,  after  it  had  become  con- 
siderably depreciated  firom  loss  of  weight. 

When  these  coins,  however,  are  carried  to  a  foreign  country, 
they  are  of  no  value  beyond  their  intrinsic  weight  as  bullion. 
Though  the  natives  of  the  country  it  belonged  to,  from  long  habit 
and  association  of  ideas,  see  in  it  a  certain  denomination,  and  may 
receive  it  at  its  nominal  value  long  after  it  has  lost  its  legal  weight, 
a  foreigner  sees  in  it  nothing  but  so  much  bullion.  When  a 
person  takes  the  coin  of  one  country  to  another,  and  purchases 
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the  ooin  of  that  conntry  with  it,  he  is  said  to  exchange  it.  Now, 
suppose  that  the  coinage  of  two  countries  is  of  the  same  metal, 
and  that  both  of  the  coinages  be  of  their  fhll  legal  weight  and 
fineness ;  then  if  either  of  them  be  taken  as  a  standard,  which 
may  be  called  A,  then  the  number  of  units,  or  parts  of  a  unit,  of 
the  coinage  of  the  other,  which  may  be  called  B,  which  contains 
precisely  the  same  quantity  of  pure  metal,  is  called  the  pab  of 
EXCHANGE  between  the  country  A  and  the  country  B.  Thus,  if 
the  legal  standard  of  France  and  England  were  gold,  and  the 
pound  be  taken  as  the  standard  unit  of  England,  the  number  of 
the  standard  units  of  the  French  coinage  which  contained 
precisely  as  much  pure  gold  as  the  English  pound,  would  be  the 
par  of  exchange  between  England  and  France.  The  French 
standard  is  a  franc,  which  is  a  silver  coin.  The  gold  Napoleon  is 
also  legal  tender,  which  is  twenty  francs.  Now,  there  is  as  nearly 
as  possible,  one-fourth  more  pure  gold  in  a  sovereign  than  in  a 
Napoleon ;  therefore,  as  the  par  of  exchange  is  the  ratio  between 
these  two  coins,  we  might  say  that  1*25  is  the  par  of  exchange 
between  England  and  France.  But,  as  it  is  invariably  expressed 
in  francs,  1*25  Napoleons  is  equivalent  to  25  francs,  and  hence  we 
may,  for  the  sake  of  argument,  call  25*  the  par  of  exchange. 
Hence,  if  an  English  sovereign  would  exchange  for  25  francs  in 
Paris,  we  should  say  that  the  exchange  was  at  par. 

Though  worn  and  depreciated  coinage  might  pass  for  its  full 
nominal  value  in  its  own  country,  in  a  foreign  country  it  wiU 
evidently  only  exchange  for  its  actual  weight  in  bullion:  hence, 
if  the  English  coinage  of  sovereigns  became  worn  and  clipped,  or 
much  diminished  in  weight,  they  would  not  exchange  for  so  many 
francs  as  they  would  do  if  they  were  of  full  weight ;  hence,  an 
English  sovereign,  if  taken  to  Paris  whilst  the  French  coinage 
maintained  its  full  weight,  in  such  a  depreciated  state  might  only 
exchange  for  22  or  20  francs,  and  this  would  b3  caUed  Sk  fall  in  the 
foreign  exchanges;  or  if  an  English  merchant  were  bound  to  pay 
his  creditor  in  Paris  2,500  fi^ncs,  he  would  have  to  give  more 
than  £100  English  to  purchase  them,  and  the  exchange  would  be 
said  to  be  so  much  per  ce?it.  against  E^igland,  by  the  amount  of 
that  difference. 

It  is  evident  that  this  adverse  state  of  the  exchange  would 
continue  so  long  as  the  English  coinage  remained  depreciated ;  but 
that  if  it  were  restored  to  its  legal  standard,  that  restoration  would 
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be  itgelf  sufficient  to  restore  the  exchange  to  its  nsoal  rate.  Henoe, 
we  see  that  if  any  foreign  country  maintains  its  coinage  of  foil 
weight  and  purity,  that  a  depreciation  of  the  coinage  of  England 
necessarily  produces  an  apparently  adverse  state  of  the  exchanges^ 
and  that  a  reform  of  the  English  coinage  is  sufficient  by  itself  to 
restore  them  to  their  proper  state. 

It  is  also  evident  that  a  depreciation  of  the  coinage,  by  a 
debasement  of  its  purity,  will  produce  exactly  the  same  effects.  It 
is  also  clear,  that  if  the  coinage  of  both  countries  were  equally 
degraded,  the  rate  of  exchange  would  not  be  altered  between  them; 
and  that  the  rate  would  vary  just  in  proportion  as  one  was  more 
or  less  degraded  than  the  other. 

Now,  afi  when  the  coinage  of  a  country  has  become  depreciated 
either  from  wear  and  tear,  or  a  debasement  of  the  standard,  the 
consequence  is  said  sometimes  to  be  dkfall  in  the  foreign  exchanges, 
and  sometimes  a  rise  in  the  foreign  exchanges,  it  is  as  well  to  fix 
clearly  what  these  expressions  mean,  as  it  might  be  thought  they 
are  contradictory,  when  they  are  not  so.  They  only  refer  to  two 
different  modes  of  estimating  the  coinage. 

When  a  depreciated  coinage  is  said  to  produce  a  vkll  in  the 
Foreign  Exchanges,  it  means  that  a  given  amount  of  home  coinage 
will  purchase  a  less  amount  of  foreign  coin. 

When  a  depreciated  coinage  is  said  to  produce  a  rise  in  the 
Foreign  exchanges,  it  means  that  a  greater  quantity  of  home 
coinage  is  required  to  purchase  a  given  amount  of  foreign  coin. 

A  clear  understanding  of  these  expressions  will  prevent  any 
confusion  arising  when  they  are  used  indiscriminately,  as  they 
often  are,  in  discussions  on  the  Exchanges.  We  shall  give,  a 
little  further  on,  a  striking  example  of  the  derangement  of  the 
foreign  exchanges  of  England,  owing  to  the  depreciation  of  the 
coinage,  and  their  rectification  in  consequence  of  the  restoration 
of  the  English  coinage. 

3.  It  is  also  evident  that  there  can  be  no  true  par  of  exchange 
between  two  countries  which  do  not  employ  the  same  metal  as 
their  legal  standard.  We  have  seen,  in  the  preceding  chapter,  the 
insuperable  objections  to  employing  two  metals  as  legal  standards 
in  the  same  country.  Up  to  a  comparatively  recent  period,  gold 
and  silver  were  equally  used,  and  their  relative  values  were  fixed 
by  law.    This  was  their  legal  par  of  exchange,  but  we  also  saw 
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that  their  market  valaes  were  constantly  varying,  and  from  canses 
quite  beyond  the  reach  of  any  law;  and  that  it  was  no  more  pos- 
sible to  have  a  fixed  price  of  one  in  terms  of  the  other,  than  to 
have  a  fixed  legal  price  for  com  or  other  commodity.  The  very 
same  mle  must  clearly  apply  to  two  countries,  one  of  which  uses 
gold,  and  the  other  silver,  as  the  measure  of  value.  Hence,  in 
speaking  of  the  par  of  exchange  between  England  and  France  as 
25*20,  which  it  usually  is,  or  that  £100  «=  2,520  francs,  it  is  only 
on  the  assumption  that  the  relative  values  of  gold  and  silver  are 
fixed,  which  we  know  can  never  occur  between  any  two  countries, 
any  more  than  between  the  same  metals  in  the  same  country. 
The  only  correct  mode  of  expressing  it  is,  therefore,  to  say  that 
such  is  the  unuil  Rate  of  Exchange  between  the  two  countries. 

In  the  year  1797,  when  the  Bank  of  England  stopped  payment, 
the  House  of  Lords  appointed  a  committee  to  investigate  the 
whole  subject.  The  Committee,  among  other  things,  wished  to 
ascertain  the  par  of  exchange  between  London  and  Hamburg,  and 
they  examined  several  merchants  upon  the  subject,  but  they  were 
quite  unable  to  agree  among  themselves  what  was  the  par  of 
exchange  between  these  two  places ;  and  the  Committee  reported 
that  they  were  unable  to  come  to  any  satisfactory  conclusion  on 
the  subject,  and  in  this  they  were  correct.  And  the  very  same 
reasons  apply  to  any  other  two  countries  which  use  different 
metals  as  measures  of  value,  as  there  is  not  in  the  nature  of  things 
any  permanently  fixed  relation  between  them.  Hence,  there 
cannot  be  in  the  nature  of  things,  any  fixed  par  of  exchange 
between  England  and  any  country  that  uses  exclusively  a  silver 
standard.  The  most  that  can  be  said  is,  that  there  is  a  usual  rate 
of  exchange  between  them  ;  hence,  between  such  countries,  it  is 
often  totally  impossible  to  decide  certainly  which  way  the  exchange 
is,  unless  the  difference  exceeds  a  certain  limit.  At  the  time  of 
the  foundation  of  the  Bank  of  England,  in  1694,  the  coinage  of 
England  was  in  such  a  disgraceful  state  from  the  wear  and  tear  of 
many  years,  and  extensive  clipping,  that  the  rate  of  exchange 
between  London  and  Hamburg,  owing  to  this  circumstance  alone, 
was  25  per  cent,  against  England. 

Although,  when  the  currency  is  in  a  depreciated  state,  the 
exchange  will  be  apparently  adverse  with  those  countries  which 
maintain  their  currency  in  its  standard  state,  it  is  quite  clear  that 
the  exchange,  founded  upon  the  oonmiercial  operations  of  the  two 
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ocmntrieSy  may  be  above*  below,  or  at  par ;  and  it  is  a  very  rimpto 
matter  to  diacover  its  true  state,  that  ia,  whether  it  ia  fiKvonraUe 
or  the  oontraiy,  and  the  amoont  of  its  difRerenoe  either  way*  The 
rate  of  exchange,  which  ariaea  out  of  the  atate  of  the  currenqr,  ia 
oalled  the  NoiOHiJi  Ezohavob;  the  rate  which  ariaea  oat  of  the 
oommercialrelationBof  the  coimtry^ia  called  the  Bxal  Ezgeahox, 
Thna,  if  we  anppoee  that  the  exchange  on  Paria  is  2,521  fraooa 
Ibr  £100  in  gold  at  the  Mint  price,  or  when  the  correnqy  ia  at 
ita  flill  legal  weight,  then,  if  we  aoppoae  that^  in  oanaequenoe  of 
the  depreciation  of  the  cnrrenqr,  the  market  price  of  gold  bnlUon 
riaea  to  £4  Sa.  per  os.,  then  the  market  price  of  £100  ia 
£106 11&  7^  Now,  sappoee  that  the  exchange  on  Paria  ia  28'80, 
or  £100  will  pnrchaae  2,880  franca  in  Paria,  then  £106  lla.  7^ 
would  be  aUe  to  pnrchaae  2,586*68  franca.  Bat,  as  the  real  par 
at  the  Mint  price  ia  aaaomed  to  be  2,521,  it  ia  evident  that  the 
difference  between  theae  two  anma  ia  tiie  extent  to  which  the  real 
exchange  ia  in  fiftvoor  of  London.  We  can  also  aee  the  extent  to 
which  the  exchange  ia  depreaaed,  becaoae  £100  at  the  above 
exchange  wiU  pnrchaae  2,880  franca,  whereaa  they  ought  to 
pnrdiaae  2,586*68,  if  they  were  of  ftdl  weight ;  and  the  diflfeienoe 
between  these  two  sums  shews  the  extent  by  which  the  nominal 
exchange  is  depressed.    Hence,  we  have  the  following  rule — 

Find  the  market  pries  of  the  sum  in  London  compared  to  ths 
Mifit  or  money  price;  multiply  the  market  price  so  found  by  the 
rate  of  exchange;  then,  if  the  result  is  equal  to  the  par  ofex4:hanye, 
the  exchange  is  at  par;  and  if  Viere  he  a  differetice,  the  exchange  is 
favourable,  or  adverse,  according  as  the  difference  is  above  or 
below  the  par. 

And  the  depression  of  the  exchange,  caused  by  the  depreciation 
of  the  currency,  is  the  difference  between  the  sum  so  expressed  in 
the  mint  and  market  prices  multiplied  by  the  rate  of  exchange. 
In  the  excellent  state  in  which  our  currency  now  is,  the  question 
of  the  nominal  exchange  is  of  little  importance,  but  it  is  impossible 
to  understand  the  histoiy  of  the  currency  in  former  times  without 
it :  and  it  is  essential  now  with  regard  to  several  foreign  countries 
at  present  which  use  an  inconvertible  and  depreciated  paper 
currency. 
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On  the  Nature  of  an  Exchange, 

4.  We  will  now  explain  the  nature  of  an  exchange.  Suppose 
two  cities,  say  London  and  Edinburgh.  Suppose  a  trader  A  in 
London  is  debtor  to  a  trader  B  in  Edinburgh  for  a  certain  sum : 
suppose  also  that  a  trader  B^  in  Edinburgh  is  debtor  to  A  >  in 
London  for  an  equal  sum.  Then,  in  order  to  pay  their  debts,  A 
would  have  to  send  the  money  to  B,  and  B^  would  haye  to  send 
an  equal  sum  to  A^  thus  causing  two  separate  transmissions  of 
bullion  between  London  and  Edinburgh,  at  some  expense  fqr 
freight  and  insurance.  ' 

Now,  this  settlement  of  debts  may  be  greatly  faciliated,  if  A  in 
London  goes  and  pays  his  debt  to  A^,  and  buys  from  A^  the  debt 
due  to  him  from  BS  and  sends  this  debt  by  post  to  B  in  Edin- 
burgh. B  then  goes  to  B^  and  demands  payment  from  him  of 
his  debt  due  to  A.  Thus,  it  is  clear  that  iiie  whole  business  has 
been  settled  by  the  transmission  of  the  debt,  instead  of  by  the 
transmission  of  twice  the  amount  in  bullion,  and  each  debtor  has 
paid  the  debt  to  the  creditor  in  the  same  town. 

The  whole  transaction  is  called  an  exchange,  and  it  is  clear  that 
there  must  be  a  debtor  and  a  creditor  in  each  city.  In  the  case 
given  there  are  four  parties ;  but  an  Exchange  is  possible  with 
three  parties.  Thus,  suppose  that  A  in  London  owes  B  in  Edin- 
burgh a  debt,  and  B^  in  Edinburgh  owes  A  in  London  an  equal 
debt.  Then  it  is  clear  that  A  may  pay  B  by  transferring  to  him 
the  debt  due  to  himself  from  B^.  From  this,  it  is  seen  that  three 
parties  are  indispensable  to  an  '^  Exchange." 

In  fact,  an  Exchange  in  commerce  means  simply  a  transaction 
in  which  a  debtor  pays  his  creditor  by  transferring  to  him  a  debt 
due  to  himself  from  some  one  else.  Every  time  a  person  pays  a 
debt  by  means  of  a  cheque  or  bank  note  that  is  an  Exchange.  It 
is  an  example  of  what  is  called  Novatio  in  Soman  Law,  because 
the  former  debtor  is  exchanged  for  a  new  one. 

Two  passengers  are  travelling  in  an  omnibus.  The  fare  is  six- 
pence. One  passenger  pays  the  conductor  a  shilling.  The 
conductor  is  then  indebted  to  him  in  sixpence.  The  other  pas- 
senger has  a  sixpence  in  his  hand  ready  to  pay  his  fare.  The 
conductor,  by  a  nod,  teUs  him  to  give  the  sixpence  to  the  first 
passenger.  By  this  means  the  conductor's  debt  is  paid,  and  the 
whole  transaction  is  an  exchange. 
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We  may  obaem  tfaat  •  oomiteatioii  of  tJua  trannotioo  M 
nffldent  to  duprore  the  popnlar  Hocnnt  that  Bilk  of  Exclisi^ 
■nd  flzohange  openiaoBE  were  indented  I^  tbe  Jewe.  A  crowd  of 
writem  have  aald  that  t^ie  Jews,  baring  imdergone  a  temUr 
pcnecnticni  in  Fiaooe  towards  the  end  of  tiie  12th  oentmy,  in- 
nnted  Bills  of  Sxidunge  in  ordei  to  truumit  their  effects  fhn' 
!hanoe  to  forsgn  ooimtrfee.  This  aoooimt,  faowerer  widefy 
Moeived,  is  impossible,  beoaose  it  is  clear  that  ez(^iai)ge  open&im 
ten  aolj  arise  oat  of  leciprocal  deMs  being  dne  between  two 
phoea,  as  tbtsj  cannot  take  place  nnlets  debton  and  creditwa  «f 
the  one  reside  in  the  otber.  To  suppose  that  people  oonld  mapfy- 
nmit  their  moaej  by  means  of  Bilk  of  Exchange,  is  as  ahaord  aa 
to  snppoee  that  a  man  coold  send  bis  Inggage  hj  the  electrie 
tdsgrapb.  All  that  he  could  do  in  either  oase  woold  be  to  aeod 
an  ordtr  to  delirer  bis  mon^,  or  bis  iQ^fsge,  to  stnne  one  else. 

The  &Bt  thing  James  II.  did  after  he  came  to  the  throne,  wit 
to  solicit  alms  from  Louis  XIT.  Lonis  collected  Bills  on  London  to 
Aa  amotmt  of  fire  hundred  thoosand  Urrefl,  or  about  £87,600,' 
and  sent  them  to  London.  That  is,  be  wtmt  to  the  merchaids  ia- 
FWta  who  had  debts  dne  to  fhem  by  merchants  in  London,  paid 
Ihem  their  debts,  and  so  bonght  their  rights  against  the  London 
merchants.  He  then  sent  over  these  Bills  to  London,  to  the 
French  Ambassador,  and  the  London  merchants  paid  the  money 
to  bim.  Bat  Lonis  could  not  have  done  this  unless  there  were 
already  sams  dae  by  the  merchants  of  London  to  the  merchante 
of  Paris. 

Now,  when  the  debts  between  London  and  £dinbargh  are  equal, 
it  is  evident  that  they  may  all  be  discharged  by  means  of  such  an 
exchange,  without  remitting  any  specie.  The  exchanges  are  then 
■aid  to  be  at  Pab. 

Supposing,  however,  that  the  debts  are  unequal,  and  Edinburgh 
wishes  to  send  more  money  to  London  than  it  has  to  receive,  it 
is  dear  that  the  demand  for  bills  is  greater  than  the  supply ;  and 
as  every  one  would  rather  send  a  bill  than  cash,  as  it  is  cheaper  to 
do  BO,  those  who  had  money  to  send  would  bid  against  each 
other  for  the  bills  in  the  market  as  for  any  other  merchandise,  and 
the  price  of  them  would  rise,  or  a  premium  would  have  to  be  paid 
fi»  a  bill  on  London. 

Now,  London  is  the  great  centre  of  commerce.  It  supplies  the 
rest  of  the  country  with  foreign  merchandise :  it  is  the  seat  ot 
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Crovemment,  to  which  the  revenue  is  remitted  firom  all  parts  of 
the  country:  the  great  families  from  all  parts  of  the  country  go  to 
reside  there,  and  their  incomes  must  be  remitted  to  them  there  : 
hence  there  is  almost  always  a  much  greater  quantity  of  money 
seeking  to  flow  from  the  country  to  London  than  the  contrary : 
consequently,  the  demand  for  bills  on  London  in  the  country  is 
greater  than  the  supply,  and,  therefore,  inland  bills  upon  London 
are  always  at  a  premium. 

This  premium  is  computed  by  time.  Thus,  if  a  person  paid  a 
sum  of  money  into  a  bank  in  Edinburgh,  in  former  times,  he  got  a 
bill  payable  at  60  days'  date  in  London ;  or  if  he  wanted  it  payable 
at  sight,  he  had  to  pay  60  days'  interest.  This  was  afterwards 
reduced  to  40  days,  and  was  estimated  at  about  ^  per  cent.  As 
communications  improved,  this  was  reduced  to  20  days,  or  5s,  per 
cent.  But,  in  consequence  of  the  still  further  facilities  afforded  by 
railways,  the  premium  is  now  reduced  to  Is.  per  cent. 

Hence,  if  a  person  in  Edinburgh  wishes  to  have  a  bill  at  sight 
on  London,  he  must  pay  Is.  per  cent.,  or  four  days'  interest  on  it. 
And  this  time  is  also  called  the  Par  of  Exchange  between  London 
and  Edinburgh.  There  is  a  similar  premium  on  bills,  or  par 
of  exchange,  between  all  other  cities  in  the  country  on  London. 
This  is  called  Inland  Exchange. 

The  Exchange  of  the  country  upon  London  is  said  to  be  against 
the  country  and  in  favour  of  London.  But  it  must  be  observed 
that  it  is  only  unfavourable  to  the  buyers  of  bills,  or  those  who 
wish  to  send  money.  It  is  equally  favourable  to  the  sellers  of  bills, 
or  those  who  have  to  receive  money. 

The  exchange  is  called  unfavourable,  because,  after  the  settle- 
ment of  the  whole  debts  between  the  two  places,  there  remains  a 
sum  in  cash  to  be  remitted. 

It  appears  from  this  that  when  in  any  place  the  demand  for 
bills  is  greater  than  the  supply,  the  Exchanges  are  adverse  to 
that  place,  because  it  has  more  money  to  pay 'than  to  receive: 
when  the  supply  is  greater  than  the  demand,  the  Exchanges 
are  favourable  to  it,  because  it  has  more  money  to  receive  than 
to  pay. 
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On  Foreign  Exchange. 

5.  The  principle  of  Foreign  Exchange  is  exactly  the  same  as 
that  of  Inland  Exchange.  But  there  is  somewhat  more  com- 
plication in  the  detail,  on  account  of  the  different  moneys  of 
different  countries. 

In  Exchange  between  two  foreign  places  and  of  different 
moneys,  the  money  of  one  place  is  always  taken  as  fixed,  and 
the  Exchange  is  reckoned  in  the  variable  quantities  of  the  money 
of  the  other  given  for  it.  The  former  is  called  the^a^  or  certam 
jnice,  and  the  latter  the  variable  or  uncertain  price. 

Thus,  between  London  and  Paris,  the  Exchange  is  always 
reckoned  by  the  variable  sum  in  francs  and  cents  given  for  the 
Jiited  £. 

On  the  contrary,  between  London  and  Spain  the  Exchange  is 
always  reckoned  by  the  variable  sum  in  pence  given  for  the  fixed 
dollar  of  exchange. 

When  a  certain  place  is  taken  as  a  centre,  if  the  fixed  price  is 
the  money  of  that  place,  it  is  said  to  receive  the  variable  price ; 
on  the  contrary,  when  the  money  of  that  place  is  the  variable 
price,  it  is  said  to  give  the  variable  price. 

Thus,  at  any  time,  London  receives  from  Paris  so  many  francs 
and  cents  for  the  £1  sterling,  and  London  gives  Spain  so  many 
pence  for  the  dollar. 

In  the  quotations  of  the  Rates  of  Exchange,  it  is  usual  to  omit 
the  fixed  price  and  name  only  the  variable  price,  and  then  that 
is  called  the  Rate  or  Course  of  Exchange. 

One  source  of  perplexity  in  tlie  Foreign  Exchange  arises  from 
the  circumstance  that,  in  consequence  of  Loudon  giving  the 
variable  price  to  some  places,  and  receiving  it  from  others,  the 
same  state  of  the  exchanges  will  have  to  be  expressed  in  opposite 
language,  as  we  have  observed  above,  in  spexiking  of  the  expres- 
sions used  regarding  the  Foreign  Exchanges  rising  or  falling  in 
consequence  of  a  depreciated  currency. 

According  to  Tate's  Modern  Cambist,  the  following  are  the 
present  Rates  of  Exchange  between  London  and  the  principal 
Foreign  Cities — 
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Amsterdam 
Germany    . 

France        ^ 

Italy 

Belgium 

Switzerland^ 

Anstria 


Lisbon 

Spain 

Gibraltar    ... 
St.  Petersburg 
Bio  Janeiro 
New  York  ... 
Calcutta 


W        9f 


London  receives  from 

...     11-19  Florins  and  Stivers    for  £1 
...    20*43  J  Imperial  Marks ) 
(   and  Pfennige   ) 

...    25'80  Francs  or  Lire 

and  Cents. 


10*85  Florins  and  Ereuzers 


»    ff 


9f        » 


London  gives  to 

..    53^  pence  sterling  fori  Milreis. 


50i 
40i 

23 


99 
W 

99 
99 
99 


99 

99 
99 
99 


„  1  Hard  Dollar. 

W  99  » 

„  1  Silver  Rouble. 
„  1  Milreis. 
„  1  W.  S.  Dollar. 
„  Govt.  Rupee. 


The  above  are  the  Mint  Par  Bates :  but  in  Austria,  Italy,  and 
the  United  States  of  America,  these  Bates  are  somewhat  deranged 
in  consequence  of  there  being  an  Inconvertible  Paper  Currency 
in  each  of  these  countries.  At  the  present  moment  tiie  Exchange 
on  Italy  is  about  29*50;  on  Austria,  about  11*50;  and  on  New 
York,  about  45. 

Now,  if  the  exchange  of  London  on  Paris  is  against  London, 
or  the  demand  in  London  for  bills  on  Paris  is  greater  than  the 
supply,  it  is  clear  that  the  £  sterling  will  purchase  fewer  francs. 
Hence,  between  London  and  Paris,  when  the  example  is  adverse  to 
London,  the  rate  or  course  of  exchange  mUfall  below  par. 

On  the  contrary,  when  the  exchange  is  favourable  to  London, 
that  is,  the  supply  is  greater  than  the  demand,  the  Bate  of  Ex- 
change will  rise  above  par. 

And  the  same  is  manifestly  true  with  respect  to  all  other  places 
from  which  London  receives  the  variable  price. 

But,  suppose  the  Exchange  between  London  and  Madrid  is 
against  London,  or  the  demand  in  London  for  Bills  on  Madrid  is 
greater  than  the  supply,  then  London  will. have  to  give  more  pence 
to  purchase  the  Spanish  dollar. 

Hence,  between  London  and  Madrid,  when  the  Exchange  is 
Y  2 
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against  London,  the   Rate,  or  Course  of  Exchange,  will  rim 
above  par. 

On  the  contrary,  when  the  Exdiange  is  &Tonrable  to  London, 
she  will  have  to  give  fewer  pence  to  purchase  the  Spanish 
dollar,  and,  consequently,  the  Rate  of  Exchange  wiU  fall  bdaw 
par. 

And  the  same  is  manifestly  true,  with  respect  to  all  other  plaoes 
to  which  London  gives  the  variable  price. 

Hence,  when  the  Exchange  between  London  and  any  other 
place  varies  from  par,  we  must  always  consider  whether  London 
gives  the  variable  price  to,  or  receives  it  from,  that  place* 

The  interests  also  of  the  buyers  and  sellers  of  bills  are  ahnijB 
opposite.  If  the  Rate  of  Exchange  is  favourable  to  the  one,  it  is 
equally  unfavourable  to  the  other.  The  buyers  of  bills  are  also 
called  remitters,  and  the  sellers  are  also  called  drawers. 

On  the  Limits  of  tlie  Variations  of  the  Exchanges. 

6.  Supposing  that  while  the  Exchange  between  any  two  places 
— say  London  and  Paris — is  in  a  state  of  equilibrium,  that  is, 
when  the  demand  and  supply  of  bills  in  each  city  is  exactly  equal, 
so  that  they  would  each  have  to  receive  and  send  the  same  sum, 
it  should  happen  that  from  any  cause  whatever,  no  matter  what, 
there  should  be  a  desire  on  any  particular  day  to  send  more  money 
from  one  side  than  it  has  to  receive.  Supj)08e  more  money  has 
to  be  sent  from  London  than  it  has  to  receive  ;  then  those  mer- 
chants who  want  to  remit  money  from  London  will  strive  to  buy 
bills  on  Paris  in  the  London  markets.  But,  as  the  demand  is 
greater  than  the  supply,  a  competition  will  spring  up  to  buy  the 
bills  that  are  in  the  market,  and  hence  the  price  of  them  will  rise. 
It  is  their  duty  to  place  the  bullion  in  Paris  at  their  own  expense 
and  risk,  and,  consequently,  they  would  rather  give  somewhat  more 
for  a  bill  than  its  par  price,  to  save  themselves  that  expense.  But  they 
will  not  give  more  than  the  cost  of  transmitting  the  bullion  itself, 
because,  if  the  price  rose  higher  than  that  they  would  sooner  send 
the  money.  Thus,  when  the  Exchange  in  London  rises  against 
London,  or,  in  the  case  of  Paris,  falls  below  par,  it  shows  that 
London  wishes  to  send  to  Paris  more  than  it  has  to  receive,  and 
the  exchange  is  said  to  be  against  London,  but  it  is  clear  that  it 
cannot  continue  at  a  greater  rate  against  London  than  the  cost  of 
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transmitting  bullion.  Hence  this  is  manifestly  a  superior  limit  to 
the  variation  of  the  Real  Exchange. 

But  the  reverse  case  may  also  happen.  The  supply  of  bills  in 
London  on  Paris  may  exceed  the  demand.  The  price  of  them 
will,  therefore,  manifestly  fall  But,  for  similar  reasons,  the  cost 
of  transmitting  bullion  will  be  an  inferior  limit  below  which  the 
price  will  not  fall. 

We  thus  see  that  the  state  of  the  exchanges  arising  out  of  the 
cross  remittances  of  money  is  a  simple  example  of  the  general  law 
of  supply  and  demand,  with  the  limitation  that  the  variation  in 
the  rates  of  exchanges  cannot  exceed  a  certain  definite  sum, 
namely,  twice  the  cost  of  sending  bullion  from  one  place  to  the 
other. 

These  limits  of  the  Bate  of  Exchange  are  called  specie  poinU, 
because,  when  the  Exchanges  reach  them,  bullion  may  be  expected 
to  flow  in,  or  out,  as  the  case  may  be. 

It  is  to  be  observed,  however,  that  these  limits  of  the  variations 
of  the  Exchange,  or  specie  points,  only  apply  to  bills  payable  at 
once,  and  to  long  periods.  During  short  periods,  and  for  bills 
which  have  some  time  to  run,  temporary  causes  may  produce 
fluctuations  in  the  Exchanges  greatly  exceeding  these  limits. 
We  shall  consider  these  cases  fully  afterwards. 

On  the  effects  of  an  Inconvertible  Paper  Currency  on  the 

Foreign  Exchanges. 

7.  We  must  now  consider  what  the  effect  of  an  inconvertible 
paper  currency  will  be  on  the  foreign  exchanges,  and  the  market 
price  of  bullion.  So  long  as  paper  is  convertible,  that  is,  the 
holder  of  it  has  power  to  demand  payment  in  gold  for  it  at  sight, 
it  is  very  clear  that  it  cannot  circulate  at  a  discount,  because,  if  it 
fell  to  a  discount,  every  person  who  held  it  would  inmiediately  go 
and  demand  gold  for  it.  But,  if  while  it  enjoys  considerable 
circulation,  the  power  of  convertibility  is  suddenly  taken  away, 
then  it  becomes,  in  all  respects,  equivalent  to  a  new  standard,  just 
as  much  as  gold  or  silver,  and  its  value  will  be  affected  by  the 
same  principles  as  these  two,  viz.,  by  the  sole  question  of  the 
quantity  of  it  in  circulation,  compared  to  the  operations  it 
represents. 

Under  the  old  system  of  making  an  attempt  to  fix  the  valoe  of 


326     THSOBT  AND  PRACTICE  OF  BANKING. 

silver  and  gold  relatively  to  each  other,  there  was  no  power  of 
convertibility  of  one  into  the  other  similar  to  the  convertibility  of 
the  note.  If  silver  fell  to  a  discount,  as  compared  with  gold,  no 
persons  could  demand,  as  a  right,  to  have  their  silver  exchanged 
for  gold,  consequently,  the  inevitable  result  of  a  considerable  change 
in  the  quantity  of  either  metal  was  a  change  in  their  market 
values.  Thus,  in  1794,  gold  rose  to  84s.,  if  purchased  with  silver 
bullion ;  now,  if,  speaking  by  analogy,  the  silver  coin  had  been 
convertible  into  gold,  the  difference  never  could  have  arisen,  any 
more  than  a  bank  note,  convertible  at  the  will  of  the  holder  of  it, 
could  circulate  at  a  discount.  Now  paper,  when  issued  as  a  sub- 
stantive standard  of  value,  follows  exactly  the  same  rules ;  if  only 
the  usual  quantity  of  it  be  issued,  i,  e.,  no  greater  quantity  than 
would  have  been  issued  if  it  were  convertible  into  specie,  it  will 
continue  to  circulate  at  its  par  value ;  but,  if  these  issues  be  con- 
tinued, and  if  it  be  deprived  of  the  natural  corrector  of  an  over- 
issue, viz.,  payment  on  demand,  it  is  maintained  in  circulation,  and 
exactly  the  same  result  follows  as  attends  an  excessive  issue  of 
silver — ^it  fells  to  a  discount.  Now,  the  silver  coin  may  fell  to  a 
discount  from  two  circumstances,  either  if  silver  be  coined  with 
too  great  profuseness,  the  excessive  quantity  of  it  will  diminish  its 
vahie,  even  though  the  coin  be  of  full  weight ;  or  if  the  silver  coin 
be  suffered  to  fall  into  a  degraded  state  by  clipping  and  wearing, 
so  that  it  does  not  contain  the  full  legal  weight  of  bullion,  it  then 
becomes  depre<:iated.  The  apparent  result  in  figures  will  be  just 
the  same  in  either  case;  guineas  will  rise  to  24s.  or  30s.  But,  as 
silver  has  general  value,  and  is,  from  its  qualities,  a  recognised 
measure  of  value,  it  is  not  correct  to  apply  the  term  depreciation 
to  it  as  long  as  the  coin  contains  its  full  legal  weight  of  bullion. 
But  the  case  is  different  with  paper  ;  it  is  only  received  on  account 
of  bearing  a  promise  to  pay  a  certain  quantity  of  bullion  on  the 
f*\c^  of  it ;  and  if  it  is  not  able  to  fulfil  that  promise,  it  is 
depreciated. 

Now  if,  for  the  public  convenience,  it  is  deemed  advisable  to 
issue  an  inconvertible  paper  currency,  the  only  way  of  maintain- 
ing its  currency  at  par  is  by  limiting  its  quantity.  We  do  not 
mean  by  this,  limiting  its  quantity  to  an  absolute  fixed  amount, 
but  by  devising  some  means  whereby  a  greater  quantity  of  it  shall 
not  he  issued  than  if  it  were  convertible  into  gold.  If  more  than 
this  be  issued,  it  will  be  followed  by  the  same  result  as  attends  an 
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excessive  issue  of  silver,  it  will  fall  to  a  discount,  which,  in  this 
case,  is  depreciation;  and  the  necessary  consequences  of  a 
depreciated  currency  will  follow,  viz.,  the  market  price  (or  paper 
price)  of  bnllion  will  rise  above  the  mint  price,  and  the  foreign 
exchanges  will  fell. 

Now,  if  such  a  state  of  things  happens,  the  proper  remedy  is  to 
dtminish  the  quantity  of  the  paper  in  circulation  until  the  market 
price  of  bullion  is  reduced  to  the  level  of  the  mint  price.  If  the 
direct  power  of  demanding  five  sovereigns  be  taken  away  from  the 
holder  of  a  £5  note,  still,  if  he  can  purchase  bullion  with  it  in  the 
market  to  the  amount  of  five  sovereigns,  it  is  an  infallible  proof 
that  the  note  is  current  at  par ;  and  the  limitation  need  not  proceed 
beyond  that.  But,  if  this  be  not  done,  the  next  best  thing  is  to 
allow  all  persons  to  receive  the  notes  at  whatever  value  they  choose 
to  put  upon  them ;  and  let  them  make  a  difference,  if  they  choose, 
between  the  prices  of  articles  when  paid  in  gold,  or  in  paper.  If 
this  be  allowed,  no  very  great  inconvenience  will  take  place  in  the 
internal  trade  of  the  country,  beyond  a  certain  loss  of  prestige 
which  must  happen  to  an  institution  whose  paper  circulates  at  a 
discount. 

But  suppose  the  law,  with  more  zeal  for  the  honour  of  the  paper 
currency  than  discretion,  declares  it  to  be  a  crime  to  make  a 
difference  between  paper  and  gold,  and  a  punishable  offence  to 
give  twenty  sovereigns  in  gold  for  twenty-one  pounds  in  paper — 
what  will  be  the  consequence  ?    Exactly  the  same  as  we  have  seen 
happen  when  the  silver  and  gold  coins  were  improperly  rated,  th» 
one  which  was  underrated  disappeared  from  circulation.    We  have 
seen  this  happen  both  in  the  case  of  the  gold  coin  and  the  silver 
coin.     Now,  when  the  inconvertible  paper  currency  is  issued  in  too 
great  abundance,  and  has  a  tendency  to  overflow  the  channels  of 
circulation,  its  natural  effect  is  to  raise  prices  when  paid  in  it.    If 
people  were  free  in  their  transactions,  they  would  gradually  make 
a  difference  in  price  between  payments  in  paper  and  payments  in 
baUion;  but  if  the  owners  of  the  coin  are  prevented  by  law  from 
receiving  more  for  it  than  the  same  nominal  sum  in  paper,  they 
will  do  exactly  the  same  thing  as  is  invariably  done  when,  in  a 
metallic  currency,  part  is  depreciated  and  part  is  of  full  weighty 
thej  will  either  hoard  or  export  it.    At  all  events,  it  will  dis- 
appear from  circulation.    Now,  as  the  gold  gradually  disappeaw. 
and  paper  issues  multiply,  people  begin  to  estimate  all  prices  by 
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transferring  their  ideas  from  the  gold  to  the  paper,  and  the  paper 
ends  by  finally  displacing  the  entire  gold  coinage. 

The  stamp  on  the  coin  is  similar  to  the  banker's  '^  promise  to 
pay  "  on  a  note.  The  stamp  is  the  guarantee  of  the  State,  that 
the  coin  does  actually  contain  a  given  amount  of  bullion ;  the 
'^ promise  to  pay"  is  the  banker's  guarantee  that  he  can  pay  so 
much  coin  if  required.  The  convertibility  of  the  coin  into  the 
legal  amount  of  bullion,  is  the  test  of  the  depreciation  of  the 
metallic  currency ;  so  the  convertibility  of  the  note  into  coin  is  the 
test  of  the  depreciation  of  the  note.  If  the  power  of  demanding 
coin  be  taken  away  by  the  Staky  the  power  of  commanding  a 
certain  quantity  of  bullion  in  the  market  still  equally  remains  as 
the  only  test  of  its  value.  The  Mint  price  of  bullion  is  the  price 
paid  in  coins  of  the  full  legal  weight,  the  market  price  means  its 
price  paid  in  the  current  coins,  and  a  difference  between  the  two 
is  the  proof  and  measure  of  the  depreciation  of  the  current  coin. 
When  paper  becomes  the  standard  of  currency,  the  market  price 
of  bullion  meant  the  price  of  it  when  paid  in  the  paper  currency, 
or  the  paper  price  of  it ;  and,  by  a  parity  of  reasoning,  if  the 
paper  price  of  gold  bullion  rose  above  the  Mint  price,  it  was 
the  proof  and  the  measure  of  the  depreciation  of  the  paper  currency. 

Whenever  the  currency  of  a  country  becomes  redundant,  that 
is  to  say,  that  prices  rise  so  much  higher  in  one  country  than  in 
its  neighbours,  that  the  value  of  money  sensibly  diminishes,. the 
natural  corrective  for  such  a  thing  is  to  take  a  certain  portion  of 
it  out  of  circulation,  so  that,  by  diminishing  the  quantity  of  it,  its 
value  may  be  raised.  When  people  find  that  the  same  quantity 
of  gold  will  not  purchase  an  equal  amount  of  commodities  in  this 
country,  as  they  will  in  another,  their  own  natural  instincts  will 
lead  them  to  purchase  commodities  abroad  where  they  are  cheap, 
and  bring  them  for  sale  here  where  they  are  dear.  The  natural 
instincts  of  trade  will,  therefore,  produce  an  equilibrium  in  value 
in  the  currency  of  neighbouring  countries. 

Now,  when  the  currency  of  a  country  consists  partly  of  paper 
and  partly  of  gold  and  silver,  it  is  quite  clear  that  only  the 
metallic  portion  of  it  can  be  exported  in  payment  of  foreign 
commodities.  The  paper  portion  of  it,  which  has  no  value  abroad, 
must  remain  at  home.  If  the  issues  of  the  paper  be  continued, 
so  as  to  prevent  the  currency  from  recovering  its  value,  the  process 
of  the  exportation  of  the  metallic  portion  will  go  on  until  it  is 
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entirely  exhausted.      If  this  be  the  case,  the  only  method  of 
restoring  the  currency  to  its  former  value  is  by  diminishing  the 
quantity  of  the  paper,  until  the  drain  is  stopped  by  the  enhance- 
ment of  the  value  of  the  whole  currency.    There  is,  however,  a 
School  of  Doctrines  that  maintains  that,  as  the  gold  goes  out, 
paper  should  be  issued  to  supply  the  vacuum  until  the  gold  comes 
back.    But  it  requires  little  sagacity  to  see  that  if  that  be  done, 
the  gold  never  will  come  hack  again,  and  the  drain  will  not  cease 
until  it  is  totally  exhausted,  and  the  only  way  to  bring  it  back 
again,  is  to  raise  its  value  at  home,  which  can  be  done  only  by 
removing  the  plethora  of  paper.    When  the  currency  is  in  its 
healthy  state,  the  oscillations  of  the  exchange  may  be  compared 
to  those  of  a  tight,  staunch  ship,  which  has  always  a  natural 
tendency  to  recover  itself;  but  when  there  is  an  excessive  quantity 
of  paper,  it  is  like  the  same  ship  waterlogged,  when  she  once  heels 
over  she  can  never  recover  herself  until  the  water  is  pumped  out. 
The  doctrine  that  t?ie  rise  of  the  paper  price  of  bullion  above  the 
Mint  pricey  and  a  continuous  state  of  the  Foreign  Exchanges  below 
the  limits  of  the  real  exchange,  are  the  proof  and  the  fneasure  of  the 
depreciation  of  an  inconvertible  paper  currency,  may  be  called  Lord 
King's  law  of  the  currency,  because  he  bore  the  most  conspicuous 
part  in  establishing  it.    The  rise  of  the  paper  price  of  bullioa 
attracted  great  attention  soon  after  the  beginning  of  this  century, 
when  Lord  King  and  some  others  published  pamphlets  to  demon- 
strate the  above  proposition.    However,  the  price  of  bullion  fell, 
and  the  subject  slept  till  1809,  when  the  extraordinary  rise  of  the 
paper  price  of  bullion  began  again  seriously  to  be  felt.    Ricardo 
then  appeared  as  a  writer  for  the  first  time,  and  a  pamphlet  he 
published  to  prove  Lord  King's  doctrine,  was  the  foundation  of 
his  fame  as  an  Economist    This  controversy  gave  rise  to  the 
famous  Bullion  Report,  and  the  great  currency  debates  in  1811, 
when  the  House  of  Commons  solemny  repudiated  the  doctrine. 
This  doctrine  is  now  universally  admitted,  so  that  it  is  needless  to 
saj  much  more  about  it. 

On  Exchange  Operations. 

8.  Exchange  operations  consist  in  buying,  selling,  importing 
and  exporting  bullion,  called  "  Bullion  Operations,"  and  buying 
and  selling  Bills,  called  ^^  Banking  Operations." 
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The  calcnlations  necessary  to  ascertain  the  profit  and  loss  on 
snch  operations  are  given  at  length  in  yarious  technical  works 
on  the  subject.  Our  object  only  is  to  examine  the  general  caoses 
which  produce  these  movements  of  bullion,  which  so  sorely  vex 
the  banking  and  commercial  world. 

Exchange  operations  of  both  sorts  may  be  either  direct  or 
indirect,  that  is,  they  may  take  place  directly  between  the  two 
countries,  or  the  final  operations  may  be  effected  through  the 
medium  of  one  or  more  intermediate  countries. 

We  have  observed  that  for  bills  payable  at  sight  the  limits  of  the 
variations  of  the  exchange  cannot  exceed  the  cost  of  the  trans- 
mission of  bullion,  which  are  called  the  specie  points,  because, 
when  they  are  reached,  bullion  may  be  expected  to  flow  in  or  out. 

When  the  bills,  however,  have  a  considerable  time,  such  as 
three  months,  or  more,  to  run,  before  they  are  payable,  causes  may 
operate  which  may  produce  temporary  fluctuations  of  the  exchange 
considerably  beyond  these  limits.    These  are  chiefly — 

1.'  The  necessity  that  the  holder  of  these  long-dated  bills  may 
have  to  realise  them,  even  at  a  considerable  sacrifice  to  maintain 
their  own  position. 

2.  The  doubtful  position  of  the  acceptors,  or  the  general  dis- 
credit of  the  place  they  are  drawn  upon. 

3.  The  differing  relative  values  of  the  precious  metals  which 
are  the  standards  of  payment  at  each  place. 

4.  The  respective  rates  of  discount  at  each  place. 

Now,  it  may  very  often  happen  that,  from  these  combined  causes, 
it  may  be  considerably  more  profitable  to  possess  bullion  at  one 
place  than  another.  Whenever  this  is  the  case,  exchange  operators 
export  buUion  from  one  place  to  another  for  the  sake  of  this  profit. 
They  create  bills  upon  such  a  place ;  they  draw  upon  their  cor- 
respondents, discount  their  bills,  and  remit  the  proceeds  to  meet 
their  drafts  when  due. 

It  used  to  be  the  dogma  of  many  commercial  writers  that 
bullion  is  only  exported  to  discharge  a  previous  state  of  indebt- 
edness, and  that,  consequently,  a  drain  of  bullion  comes  to  a 
natural  end,  when  the  indebtedness  is  discharged.  But  this  is  a 
most  grievous  error.  The  sufficient  difference  of  profit  in  possess- 
ing bullion  at  two  places  will  cause  a  fabrication  of  bills  for  the 
purpose  of  exporting  bullion,  without  any  previous  indebtedness, 
and,  of  course,  this  will  continue  so  long  as  this  possibility  of  profit 
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exists.  Consequently,  unless  this  profit  is  destroyed,  the  drain  of 
bullion  will  not  cease.  The  effectual  way  of  annihilating  this 
profit  is  by  raising  the  rate  of  discount. 

It  is  manifest  that  in  such  operations,  the  difierence  of  profit 
between  the  two  places  must  exceed  twice  the  cost  of  transmitting 
bullion,  because,  in  such  cases,  the  cost  of  transmitting  the  bullion 
both  ways  will  fall  on  those  who  originate  them. 

Between  countries  in  which  there  are  no  restraints  upon  trade, 
the  exchanges  will  never  vary  much,  except  on  some  sudden 
emergency;  but  there  are  countries  with  which,  owing  to  the 
prohibitive  laws  which  still  infest  their  commercial  codes,  the 
exchanges  are  permanently  unfavourable,  because  they  will  take 
nothing  but  bullion  for  their  commodities.  Russia  is  one  of  these 
countries,  and  hence,  if  not  modified  by  other  circumstances,  bills 
upon  Russia  would  always  be  at  a  premium ;  but  here  again  the 
effect  of  trafficking  steps  in,  which  always  has  a  tendency  to 
equalise  prices.  The  merchant  (if  we  may  call  him  so)  who  deals 
in  bills,  acts  upon  the  same  principles  as  the  dealer  in  any  other 
commodities,  he  buys  them  where  they  are  cheapest,  and  sells 
them  where  they  are  dearest.  Hence,  he  will  try  to  buy  up 
Russian  bills  cheaper  in  other  exchanges,  or  debt  markets,  and  sell 
them  in  the  London  debt  market.  On  the  other  hand,  from  the 
course  of  trade  between  England  and  Italy,  the  debt  which  Italy 
owes  to  England  is  usually  greater  than  the  contrary;  hence, 
Italian  bills  will  usually  be  at  a  discount,  or  cheap,  in  the  London 
debt  market.  So  the  bill  merchant  buys  them  up  cheap  here,  and 
sends  them  to  some  other  market — Paris,  for  instance— where  they 
may  be  at  a  premium.  By  these  means  the  price  of  bills  is 
raised  where  they  are  cheapest,  and  depressed  where  they  are 
dearest ;  and  the  general  result  will  be  to  melt  all  the  differences 
between  [separate  countries  into  one  general  result,  so  that  the 
exchanges  will  not  be  favourable  with  one  country  and  adverse 
with  another,  but  they  will  be  generally  adverse  or  favourable 
with  all  the  rest  of  the  world. 

Supposing,  however,  a  merchant  has  to  remit  money  to  Paris, 
while  the  exchange  with  Paris  is  unfavourable  to  England,  he  may 
possibly  discover  a  more  advantageous  way  of  remitting  it  than 
by  buying  a  bill  on  Paris  directly.  Thus,  for  instance,  while  bills 
on  Paris  are  at  a  premium'in  London,  those  on  Hamburg  may  be 
at  a  discount,  and  bills  on  Paris  may  be  at  a  discount  in  Hamburg 
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So,  if  the  merchant  bnys  a  bill  on  Hambnrg  and  sends  it  to  his 
agent  there,  and  directs  him  to  purchase  a  bill  on  Paris  with  the 
proceeds,  he  may  be  able  to  discharge  his  debt  in  Paris  at  a  less 
sum  than  he  would  have  to  pay  for  a  Paris  bill  in  London.  This 
circuitous  way  of  settling  his  debt  involves  additional  charge  for 
brokerage,  commission,  postage,  &c.,  but  the  effect  of  it  is  still 
further  to  equalise  the  exchanges  between  London  and  all  other 
countries.  This  circuitous  method  is  called  the  arbitration  of 
exchanges,  and  the  sum  which  is  given  in  London  for  the  ultimate 
price  it  realises  in  Paris  is  called  its  arbitrated  price.  When  only 
three  places  are  used  in  the  operations  above,  it  is  called  simple 
arbitration.  When  more  than  three  are  employed,  it  is  called 
compound  arbitration.  The  practical  rules  for  working  out  these 
results  are  very  simple,  and  will  be  found  in  any  technical  book  on 
the  subject  But  it  is  very  evident  that  the  quicker,  safer,  and 
cheaper  the  communication  between  countries  becomes,  the  less 
room  will  there  be  for  such  operations,  because  the  limits  of  the 
variation  of  the  real  exchanges,  which  are  the  margin  which 
renders  such  transactions  possible,  will  constantly  diminish. 

The  scale  on  which  these  indirect  operations  of  exchange  is 
carried  on  is  immense,  and  peculiarly  affects  the  London  exchange. 
There  is  no  exchange  between  places  to  and  from  which  remit- 
tances have  not  constantly  to  be  made.  Consequently,  when  such 
places  trade,  their  accounts  must  be  settled  by  means  of  drafts 
upon  some  third  recognised  centre.  Now,  London  is  the  banking 
centre  of  the  world.  From  the  enormous  exports  of  England  to 
all  quarters  of  the  globe,  remittances  have  to  be  made  to  London 
from  every  part  of  the  world.  There  is,  therefore,  a  constant 
demand  for  bills  upon  London  to  discharge  the  debts  incurred 
for  these  commodities.  Hence,  although  the  exporters  may  send 
their  goods  to  different  countries,  yet  if  they  can  draw  upon 
London  their  bills  will  be  sure  to  find  some  purchasers  somewhere 
to  be  remitted  to  England.  Hence  bills  upon  London  bear  a 
higher  price,  and  meet  with  a  readier  sale  than  those  upon 
other  places. 

One  country  A  may  import  from  another  B  less  than  she 
exports,  and, 'consequently,  a  debt  is  due  from  A  to  B.  Also,  B 
exports  to  another  country  C  more  than  she  imports  ;  and,  conse- 
quently, a  debt  is  due  from  C  to  B,  and  A  may  discharge  its  debt 
to  B  by  transferring  to  it  its  claim  against  C. 
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As  many  conntriee  trade  with  one  another,  between  whidi  there 
k  no  exchange,  their  claims  are  mntnally  adjusted  by  drafts  upon 
London,  the  commercial  centre.  Hence,  the  London  exchange  is 
the  most  important  in  the  world,  and  requires  the  greatest 
attention  to  be  paid  to  it 

In  the  same  way  that  there  are  arbitrated  rates  of  exchange, 
there  are  arbitrated  prices  of  bullion,  but  we  need  not  enter  into 
them  here. 

On  the  Real  or  Commercial  Exchange, 

9.  We  must  now  consider  the  causes  that  affect  the  Real 
Exchange,  or  the  true  Commercial  one,  which  arises  out  of  the 
transactions  between  this  and  other  countries.  As  the  British 
Islands  do  not  produce  the  precious  metals  to  any  extent  worth 
considering,  they  are  only  to  be  obtained  in  this  country  by  im- 
portation, and  we  must  now  consider  the  various  sources  from 
which  they  come,  and  the  different  causes  that  produce  an  influx, 
or  efSux,  of  them.  They  are  to  be  treated  in  every  other  respect 
like  any  other  foreign  commodity,  and  are  obtained  by  the  same 
means  as  any  other  one  that  we  require  for  domestic  oonsumptioii 
which  is  not  a  native  product. 

The  trade  in  bullion  may  be  divided  into  two  distinct  branches: 
the  one  where  it  is  carried  on  directly  with  the  countries  in  which 
gold  and  silver  are  native  products,  and  the  other  with  those 
countries  which  do  not  produce  it,  but  which,  like  our  own,  have 
no  means  of  supplying  themselves  with  it  except  by  foreign 
commerce. 

I.  With  hulUon^oducing  countries.  Before  the  late  dis- 
coveries in  California  and  Australia,  the  chief  buUion-prodndng 
countries  were  Mexico  and  Peru.  We  need  not  specify  others 
because  the  same  principle  applies  to  them  all,  and  to  describe 
them  all  would  rather  belong  to  a  work  on  commerce  generally, 
British  merchants  have  establishments,  or  correspondents,  in  these 
countries,  to  whom  they  consign  their  goods,  and  their  agents 
exchange  them  for  the  bullion  brought  down  by  the  natives,  and 
which  is  collected  in  large  quantities,  and  usually  brought  homo 
by  men-of-war  for  the  sake  of  security.  Most  of  the  men-of-war 
on  the  Pacific  and  West  India  stations  make  a  voyage  ak>Qg  tha 
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coast  before  they  return  home,  to  collect  bullion  from  the  mer^ 
chants,  and  the  captain  receives  a  commission  on  the  freight.  In 
these  countries  bullion  is  treated  exactly  like  any  other  com- 
modity, such  as  tea,  or  wool,  or  wine,  and  the  British  goods  of  all 
kinds  are  exported  to  them  for  the  express  purpose  of  being 
exchanged  for  bullion  to  be  remitted  home.  The  limits  of  this 
exportation  are  precisely  similar  to  the  limits  of  the  exportation  to 
any  other  country.  It  is  clear,  that  by  the  time  the  bullion 
reaches  this  country,  it  ought  to  be  sufficient  to  cover  the  original 
price  of  the  goods,  and  all  the  charges  on  them  on  their  way  out, 
as  well  as  the  agent's  commission  there,  the  charges  for  freight, 
insurance,  and  commission  for  bringing  it  home,  and  a  fair  mer- 
cantile profit  over  and  above  all  these  expenses.  Unless  it  does 
that,  the  conmierce  is  not  profitable.  If  too  many  goods  are 
exported  to  these  bullion-producing  countries,  their  exchangeable 
value  with  bullion  falls,  and  they  will  not  purchase  a  sufficient 
quantity  of  bullion  to  affi)rd  this  profit,  and  the  further  exportation 
of  such  goods  to  these  markets  must  be  discontinued  until  the 
goods  first  sent  out  are  consumed  and  fresh  ones  required.  The 
purchase  of  bullion,  then,  in  these  countries,  is  a  very  simple 
affair,  and  requires  no  further  notice. 

II.  With  countries  which  do  not  produce  bullion.  The  causes 
which  produce  an  inflow  or  outflow  of  bullion,  between  this  and 
other  countries  like  it,  which  do  not  produce  bullion,  are  much 
more  intricate,  and  have  excited  long  and  keen  controversies. 
Taking  this  country  as  the  centre,  we  may  consider  that  the 
transmission  of  bullion  to  or  from  it  is  influenced  by  the  seven 
following  causes — 

1.  The  balance  of  payments  to  be  made  to  or  by  it. 

2.  By  the  state  of  the  foreign  exchanges. 

3.  By  the  state  of  the  currency. 

4.  By  remittances  made  to  this  country,  as  the  commercial 
centre  of  Europe,  to  meet  payments  due  to  other  countries. 

5.  By  the  political  security  of  this  and  neighbouring  countries. 

6.  By  the  state  of  the  money  market,  or  the  comparative  rates 
of  interest  in  this  and  neighbouring  countries. 

7.  By  the  free  or  prohibitive  commercial  tariffs  of  this  and 
foreign  countries,  as  they  permit  or  forbid  our  manufactures  to  be 
imported  into  them. 
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There  are,  then,  seyen  different  causes  which  act  npon  tho 
movements  of  bnllion,  and,  in  any  case,  it  is  necessary  to  ascertain 
to  which  of  these  causes  it  is  due.  The  inveterate  error  of  mer- 
cantile opinion  for  a  long  time  was,  that  there  is  only  one  cause 
which  causes  an  export  of  bullion,  namely,  a  balance  of  payments 
to  be  made. 

We  have  already  shewn  that  a  degraded  state  of  the  currency 
has  the  inevitable  effect  of  driving  away  bullion  from  here.  As 
we  may  fairly  hope  that  our  currency  will  never  again  be  allowed 
to  fall  into  such  a  disgraceful  condition  as  it  was  till  1816,  we 
may  consider  that  this  cause  is  not  likely  to  operate  again  on  the 
bullion  market ;  and  we  may  now  proceed  to  develope  the  system 
of  the  Foreign  Exchanges. 

According  to  the  crude  ideas  that  were  generally  received  about 
a  century  ago,  gold  and  silver  were  almost  universally  considered 
to  be  nearly  the  only  species  of  wealth,  and  it  was  considered  to  be 
the  true  policy  of  every  country  to  encourage  by  every  means  in 
its  power,  the  influx  of  bullion,  and  to  discourage  its  export ; 
and  most,  if  not  all,  of  the  European  nations  have  gone  so  far,  at 
one  time  or  another,  as  to  prohibit  its  export.  The  profit  of 
foreign  commerce  was  estimated  solely  by  the  quantity  of  gold 
and  silver  it  brought  into  the  country ;  and  the  Theory  of  Com- 
merce seemed  to  be  reduced  to  a  general  scramble  among  all 
nations  to  see  which  could  draw  to  itself  most  gold  and  silver 
from  the  others.  According  to  this  theory,  the  gain  of  one  party 
was  the  loss  of  the  other ;  every  article  produced  in  another 
country,  and  imported  into  this  one,  was  considered  to  be  a  direct 
loss  to  the  country.  This  was  what  was  called  the  mercantile  or 
commercial  system.  According  to  this  theory,  the  leading  maxim 
which  governed  the  Legislature  was,  to  make  the  exports  to  exceed 
the  imports :  and  the  conclusion  drawn  was,  that  the  difference, 
or  balance,  must  be  paid  for  in  cash  by  the  debtor  nation. 
When  two  nations  traded  with  one  another,  the  difference  of  debts 
between  them  was  called  the  "  balance  of  trade,"  and,  when  this 
was  in  favour  of  England,  the  exchange  was  said  to  be  favourable, 
because  bullion  had  to  be  paid  to  her;  on  the  contrary,  when,  on 
the  result  of  trade,  payments  had  to  be  made  by  her,  the  balance 
of  trade  was  said  to  be  against  her,  and  the  exchange  unfavourable, 
and  then  gold  was  sent  out  of  the  country.  According  to  this 
theory,  the  prosperity,  or  the  contrary,  of  the  oonntry,  and  thft 
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profit  or  loss,  of  foreign  commerce  was  exactly  measnredy  ac- 
cording as  gold  had  to  be  received  or  paid,  or  as  the  exchange  was 
favourable,  or  the  reverse. 

The  admirable  chapter  of  Adam  Smith  on  the  Principle  of  the 
Mercantile  System,  is  a  masterly  exposition  of  the  fallacy  of  this 
theory,  and  is  certainly  one  of  the  soundest  and  best  written  in  his 
whole  work,  from  the  more  than  usual  consistency  of  its  ideas,  and 
the  lucidity  of  its  style.  There  are,  however,  some  things  relating 
to  the  subject  which  require  further  enforcement  and  illus- 
tration. 

So  far  from  the  principle  of  the  mercantile  theory  being  true, 
that  gold  and  silver  are  the  most  profitable  and  desirable  objects 
of  import,  the  direct  reverse  is  unquestionably  true,  that  gold  and 
silver  are,  of  all  objects  of  commerce,  the  most  unprofitable  ;  and 
it  is  a  certain  axiom  of  commerce  in  a  state  of  freedom,  thai 
huIUon  will  not  be  imparted  until  it  has  become  unprofitable  to 
import  any  other  article.  There  are  no  class  of  traders  who  derive 
so  little  profit,  in  proportion  to  the  capital  invested  in  their 
business,  as  dealers  in  bullion  and  money  of  all  sorts,  whether 
they  be  bullion  merchants  or  bankers.  Although  the  opinions  we 
have  alluded  to  above  were  the  prevalent  ideas  of  the  age,  there 
were  not  wanting  a  few  sagacious  thinkers,  who  discovered  the 
truth  of  what  we  last  said,  and  maintained  the  unprofitable  nature 
of  gold  and  silver;  but,  like  others  who  are  before  their  age,  their 
voice  was  unheeded,  and  the  general  object  of  commercial 
ambition  and  legislation  was  to  accumulate  treasures  of  gold 
and  silver. 

There  is  no  expression  in  commerce  of  more  frequent  occur- 
rence than  the  *'  balance  of  trade,"  and  it  may  be  as  well  to  giYe 
the  interpretation  of  it  generally  received  during  the  last  century, 
and  which  is  not  yet  wholly  extinguished.  Mr.  Irving,  Inspector 
General  of  Imports  and  Exports  in  1707,  defined  it  thus — "The 
common  mode  of  considering  that  question  has  been  to  set  off  the 
value  of  the  imports,  as  stated  in  the  public  accounts,  against  the 
value  of  the  exports,  and  the  difference  between  the  one  and  the 
other  has  been  considered  the  measure  of  the  increase  or  decrease 
of  the  national  profit."  And  Mr.  Hoare,  a  banker  of  eminence 
for  twenty-two  years,  said — **  I  consider  the  only  proper  means  of 
bringing  gold  and  silver  into  this  country  to  arise  from  the  surplus 
of  our  exports  over  our  imports,  and  that  ratio  or  proportion 
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which  is  not  imported  in  goods,  must  be  paid  for  in  bullion.  In 
the  year  1796,  the  imports  of  this  country  appeared  to  be 
£19,788,923,  and  the  exports  appear  to  be  £33,454,583,  which 
ought  to  have  brought  to  this  country  bullion  to  the  amount  of 
that  difference,  or  £10,665,660." 

"We  have  made  these  extracts  because  they  convey,  in  the  fewest 
words  possible,  the  whole  ideas  on  the  subject,  and  they  are  made 
by  persons  of  great  commercial  eminence  before  the  Committee  of 
the  House  of  Commons.  It  is  true  that  Mr.  Irving,  who  was 
Inspector-General  of  the  Exports  and  Imports  of  Great  Britain 
and  the  British  Colonies,  expressly  states  that  the  application  of 
this  principle  to  the  whole  of  the  British  trade  would,  in  his 
judgment,  be  extremely  erroneous.  "We,  therefore,  do  not  bring  him 
forward  as  approving  of  the  theory,  but  only  as  stating  distinctly  and 
authoritatively  what  it  was.  But  Mr.  Hoare,  a  banker  of  eminence 
and  long  experience,  adopted  it ;  and  we  believe  that  this  theory 
of  the  balance  of  trade  still  retains  a  hold  on  the  minds  of  great 
numbers  of  persons  who  do  not  give  themselves  the  trouble  to  sift 
it  thoroughly.  Nevertheless,  there  never  existed  a  more  complete 
chimera  and  pernicious  delusion  than  this  said  doctrine  of  the 
balance  of  trade,  nor  one  which  has  exercised  so  disastrous  an 
influence  on  commercial  legislation. 

It  appears  that  the  simplest  way  of  arriving  at  an  accurate 
conclusion  on  the  subject  is,  to  consider  that  the  dealings  between 
nation  and  nation  are  only  made  up  of  the  aggregate  of  dealings 
between  individuals  of  the  nations,  and  we  have  only  to  consider 
the  variety  of  methods  in  which  an  individual  merchant  may 
trade,  to  have  an  accurate  and  comprehensive  idea  of  the  com- 
merce of  the  nation.  Instead  of  dealing  with  figures  of  vast 
amount,  which  make  no  definite  impression  on  the  mind,  and 
which  are  produced  by  a  number  of  complex  causes,  we  shall  now 
proceed  to  consider  in  how  many  different  ways  an  individual 
merchant  may  trade  with  foreign  countries,  and  we  shall  shew,  by 
considering  the  dealings  of  an  individual,  how  utterly  erroneous 
it  is  to  suppose  that  an  influx  of  bullion  is,  ipso  facto,  a  proof  that 
commerce  is  flourishing  and  profitable  to  the  country,  and  that 
whether  it  is  so  or  not  depends  very  much  as  to  where  it  comes 
from,  as  well  as  a  number  of  other  circumstances. 

With  respect  to  those  countries  in  which  bullion  is  a  native 
product,  and  to  which  we  trade  for  the  express  purpose  of  obtain- 
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ing  ity  we  have  already  shewn  that  nnless  the  qnantity  obtained 
in  exchange  for  onr  goods  exceeds  a  certain  amount,  the  commerce 
is  not  a  profitable  one,  and  that  the  simple  fact  of  bullion  being 
remitted  from  them,  and,  therefore,  though  the  exchanges  with 
them  must  always  be  in  our  favour,  it  is  no  proof  whatever  of 
prosperity  or  profit. 

Next,  with  respect  to  countries  which  do  not  produce  bullion, 
it  is  easy  to  shew  the  extreme  fallacy  of  the  opinion  that  our 
exports  should  exceed  our  imports,  and  that  the  difference  will  be 
the  profit  of  the  country ;  in  many  cases  the  precise  reverse  is  tmCy 
that  our  imports  should  exceed  our  exports,  and  the  profits  are 
measured  by  the  exact  sum  by  which  the  imports  exceed  the 
exports,  or  the  excess  of  what  we  receive  over  what  we 
give. 

To  prove  this,  let  us  take  a  simple  case.  Suppose  a  merchant 
in  London  sends  out  £1,000  of  goods  to  Bordeaux,  by  the  time 
they  arrive  there,  the  mere  addition  of  freight,  insurance,  and 
other  charges,  will  probably  have  increased  their  cost  of  produc- 
tion, or  the  expense  of  placing  them  where  they  are,  to  £1,050, 
supposing  them  to  be  sold  without  any  profit  at  all.  But,  as  the 
merchant  would  never  have  sent  them  to  that  market  unless  he 
expected  to  realise  a  good  profit,  we  may  assume  that  the  market 
is  favourable,  and  that  they  sell  for  £1,500,  and  he  would  probably 
draw  against  his  agent  for  £1,200.  His  correspondent  at 
Bordeaux,  instead  of  remitting  the  money  to  England,  would  find 
it  far  more  profitable  to  invest  the  proceeds  of  the  goods  in  some 
native  product,  which  would  fetch  a  good  price  in  England.  The 
chief  native  product  of  that  country  is  wine,  so  the  agent  would 
invest  the  proceeds  of  the  goods,  after  deducting  all  charges  for 
freight,  commission,  &c.,  in  Bordeaux  wine,  and  send  it  to 
England.  This  wine  would  probably  be  sold  at  a  considerable 
profit  in  the  English  market,  say  it  would  fetch  £2,000 ;  and, 
after  deducting  all  the  charges  of  every  description  on  the  cargoes 
both  ways,  the  difference  would  be  the  merchant's  profit.  In  this 
case  it  is  quite  clear  that  no  bullion  would  pass  between  the 
countries,  and  the  merchant  would  apparently  import  more  than 
he  exported,  and  it  is  also  clear  that  his  profits  are  exactly 
estimated  by  the  excess  of  the  value  of  the  inward  cargo  above 
that  of  the  outward  one,  after  deducting  all  charges  both  ways, 
and  just  as  this  difference  is  the  greater  so  is  his  gain  greater. 
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In  this  case^  as  no  bnllion  wonld  pass  ft'om  either  oonntry  to  the 
other,  there  would  be  no  question  of  exchanges. 

It  is  clear  that  the  London  merchant's  agent  at  Bordeaux  would 
be  governed  by  several  considerations  as  to  whether  he  would 
remit  specie  or  wine  to  London,  and  he  would  be  chiefly  governed 
by  the  state  of  the  wine  markets,  both  at  Bordeaux  and  London. 
For,  supposing  the  goods  to  be  sold  at  a  good  profit  at  Bordeaux, 
he  must  next  consider  the  price  of  the  wine  at  Bordeaux,  and  also 
what  it  might  be  expected  to  fetch  in  London.  If  some  great 
disaster  had  happened  to  the  vines  so  that  there  was  a  failure  of 
the  crops,  the  price  of  wine  at  Bordeaux  might  rule  excessively 
high,  but  at  the  same  time  there  might  be  a  large  stock  of  wine 
in  London,  and  the  price  might  not  be  unusually  high ;  so  that  if 
he  were  to  purchase  wine  at  Bordeaux,  and  send  it  to  London,  it 
might  be  a  loss.  In  such  a  case  as  this,  if  there  were  no  other 
native  product  to  send,  he  would  find  it  more  advantageous  to 
remit  specie,  whatever  he  could  sell  the  goods  for,  and  then  the 
exchange  would  be  in  favour  of  London ;  but,  before  the  London 
merchant  could  reckon  his  profits,  he  would  have  to  deduct  the 
freight,  insurance,  &c.,  on  the  specie. 

Whether  the  transaction  was  profitable  or  not  to  the  London 
merchant  would  entirely  depend  on  the  amount  of  specie  he 
received  after  deducting  all  charges ;  and  if  he  had  purchased  the 
goods  he  sent  out  from  England  cheap,  and  there  was  a  scarcity 
of  them  at  Bordeaux,  he  might  realise  high  prices  there,  which 
might  leave  him  a  good  profit.  It  would  be  very  improbable  that 
he  could  realise  so  much  profit  on  that  single  operation  as  in  the 
double  one  of  exporting  goods  and  importing  wine.  So  that  the 
import  of  the  specie  would  be  less  profitable  to  him,  and  the 
nation  at  large,  than  the  import  of  the  wine. 

The  reasons  which  caused  the  export  of  specie  from  Bordeaux, 
and  the  import  of  it  into  England,  in  this  case,  are  very  plain, 
they  were  the  scarcity  and  dearness  of  the  native  products  at 
Bordeaux,  and  the  abundant  supply  of  them  already  in  the  London 
market.  Hence,  we  gather  that  the  scarcity  and  dearness  of 
native  products  is  an  infallible  cause  of  the  export  of  specie  from  a 
country;  on  the  contrary,  an  already  existing  abundant  supply  of 
foreign  products  of  all  sorts  is  a  certain  cause  of  its  import  into  a 
country.  On  the  contrary,  when  native  products  are  cheap  and 
abundant,  it  will  cause  an  importation  of  bullion,  and  when  foreign 
z  2 
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prodacts  are  scarce  and  dear,  it  will  cause  an  export  of  bii}« 
lion. 

We  have  before  observed  that  the  exchange  being  in  favonr  of 
a  conntry  means  nothing  more  than  that  bullion  has  to  be  remitted 
to  it.  In  the  case  above  described,  the  exchange  at  Bordeaux 
would  be  in  favour  of  London ;  but  this  simple  case  is  as  good  as 
a  thousand  to  shew  the  extreme  and  dangerous  fallacy  of  drawing 
any  conclusion  as  to  the  advantage  of  the  trade  to  England,  from 
the  simple  fact  of  the  exchange  being  favourable  to  her,  and  an 
inflow  of  bullion  taking  place. 

The  example  given  above  is  of  the  simplest  description,  and  a 
merchant  of  eminence,  who  has  correspondents  in  several  different 
parts  of  the  world,  might  easily  multiply  these  operations,  so  as 
to  visit  many  markets  before  the  returns  of  his  cargo  were  brought 
home.  Thus,  instead  of  having  the  wine  sent  home  from 
Bordeaux,  his  correspondent  might  find  it  more  profitable  to  send 
it  to  Buenos  Ayres,  and  dispose  of  it  there.  The  chief  native 
product  of  that  place  is  hides,  and  we  may  suppose  that  his  cor- 
respondent there  might  invest  the  proceeds  of  the  cargo  of  wine  in 
hides,  which  there  might  be  a  favourable  opportunity  of  selling  in 
the  West  Indies.  When  the  cargo  arrived  in  the  West  Indies, 
instead  of  remitting  the  proceeds  directly  home,  it  might  very  well 
happen  that,  owing  to  a  scarcity  of  corn  at  home,  it  might 
be  very  high  there,  and  cheap  in  Canada,  so  he  would 
invest  the  proceeds  of  tlie  hides  in  sugar,  and  despatch  that 
to  Canada,  where  the  merchant's  correspondent  there  would 
dispose  of  it,  and  purchase  corn,  which  he  would  send  to 
Enjrland. 

In  the  case  just  described,  we  observe  that  there  are  five  distinct 
operations,  and,  as  we  may  snpix)se  that  there  is  a  profit  upon 
each  of  them,  by  the  time  tlie  returns  for  the  goods,  which  origin- 
ally cost  £1,000,  are  bronglit  to  England,  it  may  very  well  be, 
that  the  corn,  which  forms  the  ultimate  payment  of  them,  may 
be  several  times  as  valuable  as  the  original  cargo ;  and,  as  we  have 
supposed  the  charges  on  each  ojx^ration*  to  be  deducted  before 
investing  the  proceeds  in  other  articles,  it  is  clear  that  the 
merchant's  profit  upon  the  whole  is  exactly  the  diflference  in  value 
in  England  between  the  articles  last  purchased  and  sent  home  and 
the  original  cargo,  after  deducting  all  the  expenses  of  sending 
home  the  last  cargo ;  and  we  also  observe  that  no  specie  has  been 


COUBSB   OF  TRADE.  34 1 

sent  from  one  country  to  the  other  in  the  whole  course  of  the 
extended  operation. 

This  example  is  sufficient  to  demonstrate  the  utter  fallacy  of  the 
old  idea,  which  is  even  yet  not  extinguished,  of  the  balance  of  trade. 
Nothing  can  be  more  clear,  that  unless  the  yalne  of  the  cargo 
which  comes  into  England,  in  payment  of  the  cargo  that  was  sent 
out,  is  sufficient,  not  only  to  defray  the  cost  of  the  original  cargo^ 
as  well  as  all  charges  upon  it  and  the  return  cargo,  and  leave  a 
profit  besides,  the  commerce  could  not  be  carried  on.  No  English 
merchant  could  export  goods  unless  he  receives  in  return  others 
of  much  greater  value ;  and  the  obvious  consideration,  that  the 
more  he  gets  for  what  he  sends  out,  the  more  profitable  it  is  to 
himself  and  the  nation,  is  sufficient  by  itself  to  explode  the  old 
fallacy  of  the  balance  of  trade.  One  obvious  source  of  error  is 
that  the  value  of  the  exports  from  this  country  is  estimated  at  the 
time  of  their  leaving  the  country,  and  before  the  charges  for 
freight,  &c.,  are  incurred,  which  must  necessarily  raise  their 
selling  price  in  the  foreign  market,  if  they  are  not  sold  at  a  loss, 
and  their  value  in  that  market  is  expected  to  be  considerably 
higher  than  that.  On  the  other  hand,  the  value  of  the  imports  is 
estimated,  not  according  to  their  value  when  they  left  the  foreign 
country,  but  what  it  is  upon  their  arrival  here,  including  all  their 
charges  upon  them. 

If  we  suppose  that  Bordeaux  had  but  one  native  product — 
wine — the  chances  of  finding  the  markets,  both  at  Bordeaux  and 
London,  in  a  favourable  state  for  importing  produce  instead  of 
specie,  would  be  limited  to  that  single  article.  But  if  it  had  other 
products,  such  as  olive  oil,  the  chances  would  be  increased  of 
finding  articles  to  suit  the  market,  and  the  chances  would 
evidently  be  multiplied  according  to  the  number  and  variety  of 
its  products. 

Let  us  take  another  example  and  let  New  York  be  the  starting 
place.  The  staple  products  of  America  are  breadstuflfe  and  pro- 
visions. A  merchant  of  New  York  sends  a  cargo  of  corn  to 
Liverpool,  and  his  correspondent  there  will  endeavour  to  invest 
the  proceeds  of  that  in  British  goods,  if  he  finds  the  state  of  the 
markets  in  England  and  New  York  will  make  such  an  operation 
profitable.  Suppose  that  the  price  of  com  is  very  high  here,  and 
British  goods  are  also  very  high  here,  and  very  low  in  America,  it 
is  clear  that  nothing  but  specie  will  be  sent.    In  cases  where  a 
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great  and  nncxpected  dearth  of  com  occurs  in  England,  and  its 
price  rises  enormously  high,  the  infallible  result  is  to  cause  a  great 
drain  of  specie  for  the  time  being,  because  our  necessity  for  food 
is  much  more  pressing  and  immediate  than  their  necessity  or 
capability  of  consuming  our  cotton  or  woollen  goods.  And  the 
only  way  to  arrest  such  a  drain  is  to  effect  such  a  reduction  in  the 
prices  of  British  goods  as  shall  make  it  more  profitable  to  export 
goods  than  specie. 

In  the  cases  we  have  hitherto  been  considering,  we  have 
described  the  operations  as  if  merchants  were  left  perfectly  free 
to  carry  their  goods  whither  they  pleased,  and  were  not  met  and 
obstructed  by  artificial  obstacles  purposely  devised  for  interfering 
with  their  business,  by  the  laws  of  different  nations.  But  there 
are  few  nations,  and  our  own  among  the  rest,  which  have  not 
habitually  discouraged  the  importation  of  foreign  goods,  and 
imposed  heavy  duties  for  the  specific  purpose  of  excluding  them, 
as  they  conceived  the  extraordinary  idea  that  all  foreign  goods 
brought  into  the  country  were  so  much  loss  to  it.  Thus,  the 
statute  of  William  III.  (1688,  c.  24)  says— "It  hath  been  found 
by  long  experience  that  the  importing  of  French  commodities 
of  all  sorts"  (enumerating  them)  "hath  much  exhausted  the 
treasure  of  this  nation,  lessened  the  value  of  the  native  com- 
modities and  manufactures  thereof,  and  greatly  impoverished  the 
English  artificers  and  handicrafts,  and  caused  great  detrimmt 
to  the  kingdom  in  general."  If  we  consider  the  efiect  of  these 
laws  in  one  place,  it  will  equally  apply  to  every  other ;  thus,  in 
the  first  instance,  suppose  that  there  are  very  high  protecting 
duties  at  Bordeaux  against  British  goods,  as  the  customer  must 
ultimately  pay  all  the  expenses  and  charges  on  the  goods,  it  will 
have  the  effect  of  greatly  raising  the  market  price  there,  and 
diminishing  the  number  of  persons  who  can  afford  to  buy  them, 
and  hence,  as  the  market  is  so  limited,  a  smaller  quantity  of  goods 
will  overstock  it  than  if  it  were  more  extended.  This  will  cause 
a  much  less  quantity  of  goods  to  be  sent  from  London,  and  it  will 
cause  a  much  larger  proportion  of  specie  to  be  remitted  to  pay  for 
the  productions  of  Bordeaux.  This  example  shews  that  the  in- 
evitable effect  of  high  protecting  duties  between  country  and  country 
is  to  cause  a  much  more  frequent  transmission  of  bullion  from  one 
to  the  other  than  would  be  the  case  in  an  unfettered  state  of  com- 
merce ;  unless,  indeed,  the  smuggler  steps  in,  who  is  the  corrector 
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provided  by  nature  against  this  commercial  insanity.  The  effect, 
then,  of  prohibitive  duties  is  to  cause  an  inflow  of  bullion  ;  but  we 
must  carefully  guard  against  supposing  that  this  inflow  is  a 
favourable  sign,  as  it  is  certainly  the  least  profitable  import  a 
a  merchant  can  receive  for  his  goods;  and  there  is  this  very 
marked  difference  between  an  inflow  of  bullion  under  the  Pro- 
tectionist system  and  under  a  Free  Trade  system,  that  the  former 
is  accompanied  with  a  great  dearth  of  foreig^ji  commodities,  but 
the  latter  is  an  infallible  sign  of  great  adundance  of  them,  as  bul- 
lion is  never  imported  when  men  are  allowed  to  follow  their  own 
interests,  until  our  markets  are  already  so  overstocked  that  every 
other  article  has  ceased  to  be  profitable. 

The  foregoing  cases  comprehend  the  different  varieties  of  com- 
mercial transactions  between  this  and  any  other  country,  and  we 
gather  from  them  the  following  results  respecting  the  inflow  or 
outflow  of  bullion — 

I.  The  cause  of  bullion  being  imported  is  either  when  the 
price  of  goods  is  so  low  in  England,  and  so  high  in  the  foreign 
market,  as  to  tempt  foreigners  to  send  here  to  buy  goods ;  or  the 
price  of  goods  is  so  high  in  the  foreign  market,  and  so  low  in 
England,  that  nothing  but  specie  can  be  sent  in  payment  of  goods 
exported  from  England. 

II.  The  cause  of  bulUon  being  exported  from  England  is  that 
there  is  some  great  and  pressing  demand  for  some  article  in  this 
country,  and  other  commodities  are  so  scarce  and  dear  that  they 
cannot  be  exported  with  a  profit,  or  that  the  article  is  required  in 
such  great  quantities  that  the  foreigner  cannot  consume  our  goods 
which  we  should  prefer  to  send  in  payment  fast  enough,  and  so 
specie  must  be  sent,  and  the  greater  the  difference  in  price  the 
greater  will  be  the  drain  of  bullion :  or  that  other  markets  are 
already  overstocked  with  our  productions,  which  are  depressed 
below  their  usual  market  value  there.  This  is  what  is  meant  by 
overtrading ;  and  from  this  circumstance,  we  see  that  overtrading 
is  a  sure  precursor  of  a  drain  of  bullion  from  the  country.  When 
there  has  been  a  great  failure  of  the  crops  in  this  country,  so  as  to 
cause  a  famine  price,  the  demand  for  corn  is  so  immediate  and 
urgent  that  it  necessarily  causes  a  great  drain  of  specie  and  it  is 
then  of  the  greatest  possible  consequence  that  the  prices  of  other 
commodities  should  be  as  low  as  possible,  to  enable  them  to  be 
sent  in  payment  of  the  necessary  supplies  of  food,  and  prevent 
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of  what  we  said  before,  that  the  frequent  transmission  of  bnllion 
between  conntries  which  do  not  produce  it,  is  a  symptom  of  a  less 
profitable  trade  than  it  would  be  if  goods  were  transmitted. 

In  the  operation  first  described  above,  we  have  supposed  it  to 
originate  with  the  English  merchant  who  remits  his  goods  to  his 
correspondent  abroad,  and  who  reaps  the  profits,  and  the  proceeds 
must  be  remitted  to  him  after  deducting  the  freight,  charges,  and 
commission  of  the  agent  there.  But  it  is  also  probable  that  there 
will  be  native  merchants  at  Bordeaux,  who  will  send  wine  to 
England  on  their  own  account  to  their  correspondents  here,  and 
then  the  whole  transaction  will  be  reversed.  The  English  cor- 
respondent will  endeavour  to  purchase  English  goods  as  low  as  he 
can,  and  if  he  can  get  them  low  enough  to  realise  a  profit  in  the 
Bordeaux  market,  he  will  send  goods  out ;  but  if  the  English  goods 
are  too  high  for  that  purpose,  he  must  send  specie.  It  is  also 
evident,  that,  even  if  the  goods  be  at  no  unusual  height  in 
England,  still,  if  the  market  at  Bordeaux  be  already  overstocked 
with  them,  or,  as  it  is  called, "  glutted,"  it  would  be  useless  to  send 
more  goods  to  force  the  price  down  still  further,  and  the  con- 
sequence must  be  that  nothing  but  specie  will  go. 

From  this  we  see,  that  if  specie  be  coming  in  from  a  country, 
it  is  a  proof  that  we  have  already  got  so  many  of  their  goods, 
that  it  will  not  pay  to  import  any  more,  and  if  specie  be  going 
out  to  a  country,  it  shews  that  we  have  already  sent  out  so  many 
of  our  goods  to  that  market  that  it  is  already  overstocked.  The 
diiferent  barbarous  laws  which  every  country  has  enacted  under 
the  erroneous  appellation  of  protection,  by  aggravating  the  price, 
limit  the  markets  in  every  country  for  the  products  of  other 
countries,  and  cause  much  fewer  commodities  to  pass  between 
nations  than  otherwise  would,  and  cause  the  markets  of  any 
country  to  be  much  sooner  overstocked  than  they  would  otherwise 
be.  By  preventing  this  interchange  of  commodities  which  every 
nation  would  naturally  prefer,  it  necessitates  payments  in  specie 
to  a  much  larger  extent  than  would  be  the  case  if  commerce  were 
free,  to  the  common  impoverishment  of  all  parties. 

The  foregoing  considerations  shew  that  it  is  possible  to  carry 
on  any  amount  of  foreign  trade  without. the  necessity  of  any 
remittances  being  made  in  specie.  In  the  instance  above  taken, 
the  English  merchant  purchases  goods  and  sends  them  to  his  cor- 
respondent abroad,  who  realises  them  and  invests  the  proceeds  in 
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that  market,  and  sends  them  to  England,  and  the  English 
merchant  disposes  of  them  in  England,  and  gains  the  profits  there, 
and  no  specie  is  sent  from  one  ooontry  to  the  other.  Similarly 
the  foreign  merchant  sends  his  goods  to  his  correspondent  in 
England,  who  disposes  of  them  there,  and  invests  the  proceeds  of 
them  in  England  in  English  oonmiodities,  and  sends  them  to  his 
foreign  correspondent,  who  gains  his  profit,  either  by  selling  them 
in  his  own  conntiy,  or  by  sending  them  to  some  other  market 
where  he  may  make  a  higher  retnm,  and,  as  in  the  former  case, 
no  specie  passes  between  the  two.  Nor  is  the  result  in  any  way 
different  if  the  trade  be  condncted  by  the  more  circuitons  method 
of  three  or  more  transactions.  Hence,  in  a  healthy  state  of  the 
markets  of  different  countries,  scarcely  any  specie  will  pass  between 
them,  and  the  very  fact  of  there  being  a  necessity  for  making 
frequent  and  large  remittances  of  specie  from  one  country  to 
another,  is  in  itself  a  proof  of  there  being  something  irregular  and 
nnhealthy  in  the  state  of  commerce  in  general,  and  in  the  state  of 
the  markets  of  one  country  or  the  other,  either  that  they  are 
overstocked  or  understocked,  or  that  there  is  some  legislative 
interference  with  the  natural  course  of  trade  between  nation  and 
nation.  Nothing  can  be  more  certain  than  that  bullion  is  the  least 
profitable  of  any  article  of  commerce,  except  from  bullion-pro- 
ducing countries,  and  that  when  merchants  have  recourse  to  it,  it 
is  because  some  disturbance  has  taken  place  in  the  profitable 
relations  between  supply  and  demand  of  other  commodities. 

Now,  supposing  commerce  to  be  in  that  desirable  and  healthy 
state  in  which  no  specie  passes  between  non-bullion-producing 
countries,  who  could  tell  how  what  is  called  the  balance  of  trade 
is  inclined  ?  Who  can  tell  what  the  balance  of  trade  is  ?  Each 
country  would  shew  a  favourable  balance,  taking  the  values  of  the 
exports  and  the  imports  at  their  market  prices  in  each  country. 
Each  country  would  shew  that  their  imports  exceeded  their  exports 
in  value,  that  is,  each  would  shew  that  they  had  gained  by  their 
commerce,  for  the  very  simple  reason  that  the  value  of  the  article 
they  received  would  be  greater  in  their  own  market  than  the 
value  of  the  one  they  gave ;  and,  unless  it  was  so,  it  is  manifest 
that  trade  could  not  be  carried  on,  because  all  the  expenses  and 
profits  of  trade  are  provided  for,  by  the  difference  in  value  between 
what  they  give  and  what  they  receive.  Hence,  unless  both 
parties  gain  by  the  transaction,  commerce  cannot  be  carried  on. 


^ 
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Bat  this  shews  that  the  expression  **  balance  of  trade  "  is  a  gigantic 
delusion,  and  it  is  greatly  to  be  wished  that  it  should  be  for  ever 
exploded  and  laid  aside,  as  the  fountain  and  origin  of  incalcnlable 
mischief  to  the  world,  in  the  suicidal  efforts  every  nation  has 
made  to  secure  to  itself  that  great  chimera — a  favourable 
balance. 

The  mistake  of  unreflecting  writers,  who  think  that  the  price  of 
foreign  goods  sold  in  this  country  goes  into  the  pocket  of  the 
foreigner,  consists  in  this,  that  the  probability  is,  that  the  English 
merchant  who  imports  these  goods  has  akeady  purchased  Uiem 
with  English  goods,  so  that  their  money  price  goes  into  the 
pocket  of  the  English  merchant,  and  not  that  of  the  foreign  one 
and  is,  probably,  re-invested  in  English  goods,  if  there  is  a 
prospect  of  a  favourable  opening  for  them. 

The  fundamental  fallacy  about  the  balance  of  trade,  which 
seems  to  have  taken  possession  of  the  Legislature,  was,  that  the 
interests  of  the  State  were  different  and  opposite  to  the  interests 
of  individuals.  They  seem  to  have  entertained  the  idea  that  every 
merchant  had  entered  into  a  conspiracy  to  ruin  the  country, 
which  he  tried  to  carry  into  effect  by  becoming  as  prosperous 
himself  as  he  could.  It  seems  most  unaccountable  how  long  they 
missed  the  obvious  truism,  that  the  prosperity  of  the  State  was 
made  up  of  the  prosperity  of  the  individuals  composing  it,  and 
that  every  one  was  far  keener  in  discerning  what  conduced  to  his 
own  prosperity  than  the  State  could  be,  and  that  if  private 
merchants  found  it  to  be  to  their  individual  advantage  to  import 
commodities  rather  than  bullion,  it  could  not  be  beneficial  to  the 
State  to  force  trade  into  a  contrary  direction. 

Notwithstanding  the  prevalent  idea  that  foreign  trade  was 
profitable  just  in  proportion  to  the  money  it  brought  into  the 
kingdom,  and  that  this  was  indicated  by  the  so-called  balance  of 
trade,  there  were  a  few  enlightened  persons  who  saw  through  the 
fallacy  and  combated  it.  In  reference  to  a  certain  '' balance'' 
which  occurred  in  the  trade  between  Holland  and  England,  and 
which  was  a  subject  of  much  gratulation,  Craik  well  observes  that 
it  would  be  irrational  to  suppose  that  the  English  must  necessarily 
be  the  chief  gainers  by  this  trade,  as  it  would  be  to  maintain  that 
the  productive  labourer  must  always  be  a  greater  gainer  on  the 
article  he  produces  than  the  capitalist  who  employs  him.  That 
the  Dutch  were  in  the  position  of  the  capitalist^  and  tilie 
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of  the  labonrer^  and  that  while  the  Dntch  had  the  goods  the 
English  had  the  money ;  just  as,  while  the  master  has  the  goods 
the  workman  has  his  wages.  Bat  that  the  excess  of  profit,  or  red 
advantage,  should  be  with  the  labourer  rather  than  with  the 
capitalist,  may  fairly  be  presumed  to  be  as  unusual,  wid  as  little 
likely  in  the  nature  of  things,  in  the  case  of  nations  as  of 
individuals. 

An  attentive  consideration  of  these  various  methods  of  trading 
will  shew  what  a  complete  phantasy  the  old,  and  still  too  common, 
idea  of  the  "  balance  of  trade  "  is ;  and,  as  nothing  more  conduces 
to  error  and  confusion  in  any  science  than  a  iK)menclature  and 
technical  phrases  which  are  founded  upon  misconceptions  of  the 
principles  of  that  science,  so  nothing  has  exercised  a  more 
malignant  influence  upon  legislation,  and  popular  ideas  generally, 
than  this  phrase  ;  and  it  would  be  very  desirable  if  some  means 
could  be  taken  to  discontinue  its  use  altogether.  But,  as  it  does 
occur  in  the  course  of  trade  that  transactions  between  nations 
have  to  be  settled  in  specie,  we  must  now  consider  the  operations 
of  the  foreign  exchanges. 

The  course  of  the  foreign  exchanges,  then,  entirely  depends 
upon  the  fact  of  persons  in  one  country  having  to  make  payments  to 
persons  in  another  country,  from  wliatever  causes  these  payments 
have  to  be  made.  And  there  are  but  two  causes  which  influence 
their  rates:  first,  the  depreciation  of  one  or  both  of  the  cur- 
rencies which  have  to  be  exchanged,  secondly,  the  relative 
amounts  of  money  that  have  to  be  remitted  from  one  country  to 
the  other. 

On  the  Rate  of  Discount  as  injlmnchig  the  ExcJuin{jes. 

10.  We  have  now  to  treat  of  a  cause  of  the  movement  of 
bullion  which  has  acquired  an  importance  in  modern  times,  far 
exceeding  what  it  ever  did  before ;  in  fact,  it  is  now  probably  more 
important  than  any  other,  viz.,  a  difference  in  the  rate  of  interest 
or  discount  between  two  countries.  In  former  times,  when  the 
commmiication  between  different  places  was  slow  and  expensive, 
before  the  days  of  railroads  and  steamers,  a  considerable  difference 
might  exist  in  the  rates  of  interest  in  two  places,  without  causing 
a  movement  of  bullion  from  one  place  to  the  other.  But  that  is 
not  possible  now.    The  communication  between  places  is  so  rapid 
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now  that  directly  the  difference  between  the  rates  of  interest  in 
any  two  places  is  more  than  sufficient  to  pay  for  the  expense  of 
sending  the  bullion,  an  immediate  flow  of  bullion  commences  from 
one  place  to  the  other.    And  this  is  in  exact  accordance  with  the 
usual  mercantile  principle  that  operates  in  every  other  case,  that 
if  the  difference  of  price  of  the  same  article  in  any  two  markets  is 
more  than  sufficient  to  repay  the  cost  of  sending  it  from  one  to 
the  other,  it  will  be  sent ;  and  this  movement  will  continue  as  long 
as  the  difference  in  price  continues.    Now,  if  the  rate  of  discount 
in  London  is  8  per  oent.,  and  that  in  Paris  is  6  per  cent.,  the 
simple  meaning  of  that  is  that  gold  may  be  bought  for  3  per  cent, 
in  London,  and  sold  at  6  per  cent,  in  Paris.    But  the  expense  of 
sendmg  it  from  one  to  the  other  does  not  exceed  ^  per  cent., 
consequently,  it  leaves  2^  or  2^  per  cent,  profit  on  the  operation. 
The  natural  consequence  immediately  follows,  gold  flies  from 
London  to  Paris,  and  the  drain  will  not  cease  until  the  rates  of 
discount  are  brought  within  a  certain  degree  of  equality.    It  used 
to  be  the  common  delusion  of  mercantile  men  that  gold  was  only 
sent  to  pay  a  balance  arising  from  the  sale  of  goods,  and  that, 
therefore,  it  must  cease  of  itself  whenever  these  paymente  were 
made.      But  this  is  a  profound  delusion.     When  the  rates  of 
discount  differ  so  much  as  is  supposed  above  between  London  and 
Paris,  persons  in  London  fabricate  bills  upon  their  correspondents 
in  Paris  for  the  express  purpose  of  selling  them  in  London  for 
cash,  which  they  then  remit  to  Paris,  and  which  they  can  sell 
again  for  6  per  cent.    And  it  is  quite  evident  that  this  drain  will 
not  cease  so  long  as  the  difference  in  the  rates  of  discount  is 
maintained.    Moreover,  merchants  in  Paris  immediately  send  over 
their  bills  to  be  discounted  in  London,  and,  of  course,  have  the 
cash  remitted  them.    Now,  the  only  way  of  arresting  such  a  drain 
is  to  equalise  the  rates  of  discount  at  the  two  places.     These 
simple  facts  are  a  perfectly  conclusive  answer  to  those  writers,  and 
they  are  many,  who  complain  of  the   variations  of  the  rate  of 
discount   by    the  Bank  of  England,  and    suppose  that  it    is 
possible   to  maintain  a  uniform  rate.      Consequently,  at    the 
present  day  it  is  the  imperative  duty  of  the  Bank  of  England 
to    keep     a  steady    watch  upon    the    rates    of    discount   of 
neighbouring    countries,    and    to    follow    these    variations    so 
as  to  prevent  its  being   profitable  to  export  bullion  from  this 
country. 
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On  Foreign  Loans,  Securities  and    Remittances,  as  affecting 

the  Exchanges, 

11.  Besides  the  state  of  national  indebtedness^  arising  ^ont  of 
commercial  operations,  there  are  other  canses  which  serionsly 
affect  the  Exchanges.  In  former  times,  England  being  more 
abundant  in  money  and  material  resources  than  men,  used  to 
subsidise  foreign  powers  to  a  great  extent:  and  the  method  of 
transmitting  such  a  loan  to  the  best  adyantage  to  the  remitting 
country  is  an  operation  of  considerable  mcety  and  delicacy.  If 
the  sums  to  be  remitted  were  very  large,  the  expense  gnd  danger 
of  the  transit  of  the  coin  would  have  been  very  eoniiderable  in 
former  times  ;  but  since  the  introduction  of  railroads,  and  greater 
internal  security,  such  considerations  would  have  little  influence  at 
the  present  day.  But  an  actual  and  sudden  withdrawal  of  a  very 
large  amount  of  bullion  ^m  a  commercial  country  would  cause 
the  most  disastrous  consequences  when  so  many  engagements  had 
to  be  met  at  a  fixed  time.  When  such  necessities,  therefore,  did 
arise,  during  the  last  war,  the  operation  was  effected  by  means  of 
Bills  of  Exchange  ;  and  the  object  to  be  obtained  was,  to  prevent 
a  sudden  vacuum  being  caused  in  the  currency  of  one  country ; 
but,  by  operating  on  all  the  different  ceatres  of  payment  of 
Europe,  to  cause  a  gradual  and  equable  flow  from  all  of  them  to 
the  place  of  payment.  We  may  give,  as  an  instance,  the  follow- 
ing, as  narrated  by  Mr.  Boyd,  who  had  the  management  of  the 
operation.  In  the  year  1794  the  English  Government  agreed  to 
make  a  considerable  loan  to  the  Emperor  of  Germany,  and  the 
money  was  required  to  be  sent  from  London  to  Vienna,  causing  as 
httle  disturbance  as  possible  in  the  English  money  market — 

"  The  remittance  of  so  large  a  sum  as  £4,000,000,  I  considered 
as  a  matter  of  infinite  difficulty  and  delicacy,  so  as  to  prevent  its 
producing  any  remarkable  effects  upon  the  course  of  Exchange. 
It  was  necessary  to  vary  the  modes  of  remitting,  and  to  make  use 
of  the  various  means  for  that  purpose  presented  by  all  the  different 
exchanges  of  Europe.  It  was  not  necessary  to  remit  bills  upon 
Hamburg  only,  because  it  frequently  happened  that  it  answered 
better  to  remit  to  Hamburg  upon  other  places,  such  as  Madrid, 
Cadiz,  Leghorn,  Lisbon,  Genoa,  &c.,  than  to  remit  direct  upon 
Hamburg  ;  and  having  constantly  orders  from  Vienna  with  regard 
to  the  rates  of  the  different  remittances  to  be  made,  our  attention 
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was  directed  to  the  aocomplishment  of  these  orders,  on  the  best 
possible  pterins.  In  fine,  it  was  necessary  to  take  bnUion,  bills 
direct  upon  Hamborg,  and  bills  npon  other  places,  all  into  onr 
means  of  remittance,  and  to  make  the  most  of  these  modes  of 
remittance  without  giving  the  decided  preference  to  that  mode 
which  was  the  most  favourable,  because  any  one  mode  invariably 
adhered  to  would  soon  have  exhausted  and  destroyed  that  mode : 
whereas  by  turning  occasionally  to  all  the  modes,  and  not  sticking 
too  long  to  any  one  particular  mode,  we  had  the  good  fortune  to 
make  upon  the  whole  very  favourable  remittances." 

We  may  mention  another  instance  of  a  similar  operation  quoted 
by  McCuUooh  :— 

'^  In  1804,  Spsin  was  bound  to  pay  to  France  a  large  subsidy^ 
and,  in  order  to  do  this,  three  distinct  methods  presented  them- 
selves. First,  to  send  dollars  to  Paris  by  land ;  second,  to  remit 
Bills  of  Exchange  directly  to  Paris  ;  thirdly,  to  authorise  Paris  to 
draw  directly  on  Spain.  The  first  of  these  methods  was  tried,  but 
was  found  too  slow  and  expensive ;  and  the  second  and  third  plans 
were  considered  likely  to  turn  the  exchange  against  Spain.  The 
following  method,  by  the  indirect,  or  circular,  exchange  was  there- 
fore adopted — A  merchant,  or  hanquier,  at  Paris,  was  appointed 
to  manage  the  operation,  which  he  thus  conducted.  He  chose 
London,  Amsterdam,  Hamburg,  Cadiz,  Madrid,  and  Paris,  as  the 
principal  hinges  on  which  the  operation  was  to  turn  ;  and  he 
engaged  correspondents  in  each  of  these  cities  to  support  the 
circulation.  Madrid  and  Cadiz  were  the  places  in  Spain  fix)m 
whence  remittances  were  to  be  made,  and  dollars  were,  of  course, 
to  be  sent,  where  they  bore  the  highest  price,  for  which  bills  were 
to  be  procured  on  Paris,  or  any  other  place  that  might  by  deemed 
more  advantageous.  The  principle  being  thus  established,  it  only 
remained  to  regulate  the  extent  of  the  operation,  so  as  not  to  issue 
too  much  paper  on  Spain,  and  to  give  the  circulation  as  much 
support  as  possible  from  real  business.  With  this  view,  London 
was  chosen  as  a  place  to  which  the  operation  might  be  chiefly 
directed,  as  the  price  of  doUars  was  then  high  in  England,  a 
circumstance  which  rendered  the  proportional  exchange  advan- 
tageous to  Spain. 

''  The  business  commenced  at  Paris,  where  the  negotiation  of 
drafts  issued  on  Hamburg  and  Amsterdam  served  to  answer  the 
immediate  demands  of  the  State  ;  and  orders  were  tnmsmitted  to 
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these  places,  to  draw  for  the  reimbursements  on  London,  Madrict 
or  Cadiz,  according  as  the  course  of  exchange  was  most  favonrable. 
The  proceedings  were  all  conducted  with  judgment,  and  attended 
with  complete  success." 

12.  The  most  gigantic  operation,  however,  of  this  nature 
which  ever  took  place,  was  the  payment  of  the  indemnity  which 
France  was  obliged  to  pay  to  Germany,  in  consequence  of  the 
unfortunate  result  to  her  of  the  recent  war.  A  most  minute 
account  of  this  operation  has  been  lately  presented  to  the  National 
Assembly,  drawn  up  by  M.  Leon  Say,^  from  which  we  take  the 
following  details,  sufficient,  we  hope,  to  make  a  general  outline  of 
the  operation  intelligible. 

By  the  definitive  treaty  of  peace  between  Germany  and  France, 
signed  at  Frankfort,  10th  May,  1871,  France  became  bonnd  to 
pay  to  Germany  the  sum  of  6  milliards  of  francs,  equal  very 
nearly  to  200  millions  sterling,  at  the  following  dates — 500 
millions  thirty  days  after  the  restoration  of  order  in  Paris ;  1,000 
millions  in  the  course  of  1871 ;  500  millions  on  the  1st  May,  1872; 
and  3,000  millions  on  the  2nd  of  March,  1874,  together  with  5 
per  cent,  interest  on  the  last  three  milliards. 

Payment  might  be  made  in  gold  or  silver,  notes  of  the  Banks 
of  England,  Prussia,  Holland,  Belgium,  or  first  class  Bills  of 
Exchange. 

The  thaler  was  valued  at  3*75  francs,  and  the  German  florin  at 
2*15  francs. 

All  bills  not  domiciled  (*.  e.,  made  payable)  in  Germany,  were 
to  be  valued  at  their  net  proceeds,  after  deducting  all  costs  rf 
collection. 

It  was  subsequently  agreed  that  the  portion  of  the  Eastern 
Railway  of  France,  situated  in  Alsace,  should  be  accepted  in 
compensation,  or  set  ofl*,  to  the  debt  to  the  amount  of  325  millions; 
also  that  125  millions  should  be  received  in  notes  of  the  Bank  of 
France;  and  the  sum  of  98,400  francs,  which  remained  due  to  the 
city  of  Paris  after  the  payment  of  the  indemnity  should  be  received 
as  a  set  off  against  the  debt  of  France. 

Besides  the  indenmity  payable  by  France,  the  city  of  Paris  had 
to  pay  an  indemnity  of  200  millions  of  francs ;  50  millioufi  in 
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PATMENT   OF   FBBNCH  INDEMNITY.  353 

specie ;  50  millions  in  notes  of  the  Bank  of  France ;  37^  millions 
in  two  month  bills  on  Berlin,  at  the  exchange  of  3*75  francs  for 
the  thaler ;  and  63  millions  in  bills  npon  Liondon,  at  six  and  fifteen 
days'  sight,  at  the  exchange  of  25*20  francs  for  the  poand 
sterling. 

The  bills  upon  London  were  bought  at  the  exchange  of 
25*3488  ;  and  those  on  Berlin  at  an  exchange  of  8*7325 ;  Paris, 
therefore,  lost  14*88  cents  on  each  pound  sterling,  and  gained  1*75 
cent  on  each  thaler.  The  total  cost  of  the  indemnity  was 
1,965,240*30  francs,  and,  after  it  was  all  settled,  there  remained 
a  balance  of  98,400  francs  in  favour  of  Paris,  which,  as  above 
said,  was  taken  as  a  set  off  in  favour  of  France. 

The  total  operation  was  divided  into  two  parts  ;  the  payment  of 
the  first  two  milliards,  and  that  of  the  last  three. 

The  first  thing  to  be  done  was  to  put  the  Government  in  funds 
to  effect  the  payment.  To  do  this  they  negotiated  a  loan  with  the 
Bank  of  France  of  1,530  millions,  and  created  two  public  debts  of 
2,225,994,045,  and  of  3,498,744,639  francs. 

The  first  loan  was  authorised  by  a  law  of  21st  June,  1871;  it 
was  opened  to  public  subscription  on  the  27th,  and  made  payable 
in  17  monthly  instalments. 

The  second  loan  was  authorised  by  a  law  of  15th  July,  1872  ; 
the  subscription  was  opened  on  the  28th,  and  made  payable  in  21 
monthly  instalments. 

On  the  31st  July,  1874,  the  first  loan  was  fully  paid  up,  and  of 
the  second  only  7,136,000  francs  remained  due. 

The  Government  being  thus  in  funds  commenced  its  exchange 
operations,  and  the  debt  was  finally  liquidated  in  the  following 
way — 

By  Compensations 325,098,400  franca 

By  Bank  Notes  and  German  Money  742,334,079  francs 

By  Bills  of  Exchange 4,248,326,374*26  francs 

To  efiect  this  stupendous  operation  all  the  great  bankers  in 
Europe  were  invited  to  assist,  and  in  June,  1871,  a  London 
agency  was  opened,  to  assist  and  to  receive  subscriptions  and  bills. 
Other  agencies  were  opened  at  Brussels,  Amsterdam,  Berlin, 
Frankfort  and  Hamburg.  The  Treasury  gave  its  correspondents 
^  to  ^  per  cent,  commission  on  its  first  loan,  and  on  the  second 
2  A 
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1  per  cent  at  first,  which  was  reduced  to  ^  and  ^.  In  the  &nt 
loan  the  pound  sterling  was  received  at  25'30;  the  thaler  at  8*75 ; 
the  Francfort  florin  at  7  florins  for  4  thalers  ;  the  marc  banco  at 

2  marcs  for  one  thaler  ;  and  Belgian  paper  at  par.  In  the  second 
loan  the  poond  sterling  was  received  at  25*43  ;  the  thaler  at  3*76 ; 
the  Francfort  florin  at  2'14| ;  the  marc  banco  at  1*87}  for  1 
thaler  ;  and  Belgian  paper  at  par. 

The  exchange  operations  in  London  began  in  June,  1871,  and 
lasted  till  September,  1873.  The  exchange  was  at  25*21^  in  Jane, 
but  in  consequence  of  acting  somewhat  too  precipitately,  it  rose  to 
26-18|  in  October.  In  1872  the  lowest  was  25*26J  in  April,  and 
the  highest  25*68^  in  November.  In  1873  the  lowest  was  25*38 
in  March,  and  the  highest  25*57^  in  June.  The  mean  average  of 
the  whole  was  25*4943. 

In  the  course  of  the  operation,  the  Treasury  purchased  120,000 
foreign  bills,  amounting  in  the  whole  to  rather  more  than  4^ 
milliards.  It  opened  subscriptions  in  foreign  countries,  and 
received  foreign  bills  in  payment  of  the  loan  opened  in  Paris. 
The  subscriptions  to  the  first  loan  comprised  213  millions  of 
franca,  and  the  subscriptions  to  the  second  389  millions,  in  foreign 
bills. 

M.  Leon  Say  then  gives  some  details  respecting  the  three  classes 
of  pajincnts  above  named  as  compensations  ;  bank  notes  and 
German  money  ;  and  Bills  of  Exchange. 

The  dettiils  respecting  the  compensations  need  not  detain  us ; 
but  with  regard  to  the  second  it  comprised  the  following  items — 

Notes  of  the  Bank  of  France     1 25,000,000 

German  Bank  Notes  and  Money   105,039,145*18 

French  Gold  Money    273,003,058*10 

French  Silver  Money 239,291,875*75 

The  German  bank  notes  and  money  were  collected  ftx)m  the 
sums  which  the  German  armies  had  brought  with  them  in  the 
invasion. 

The  third  class,  viz..  Bills  of  Exchange,  included  German  bills 
taken  at  their  full  value,  2,799,514,183*72  ft-ancs,  and  other 
foreign  bills  taken  at  their  net  proceeds,  after  deducting  all 
charges,  1,448,812,190-54. 

M.  liCon  Say  then  gives  some  details  of  the  commercial  operations 
undertaken  to  support  these  gigantic  payments,  but  he  at  once 
acknowledges  that  it  is  impossible  to  explain  their  complete  theory, 
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on  account  of  a  new  article  of  merchandize  which  has  only  recently 
been  introduced  into  commerce. 

"  It  is  not  possible  to  explain  the  operations  of  a  portfolio  which 
contains  120,000  bills  of  a  value  exceeding  4  milliards. 

"  There  were  all  sorts  of  bills,  from  less  than  a  thousand  francs 
to  more  than  five  millions  ;  some  mentioned  the  purchase  of 
merchandise ;  others  appeared  only  to  be  fabricated  for  the 
purpose,  and  destined  themselves  to  be  covered  at  maturity  by 
bills  which  were  to  be  created  to  pay  real  transactions. 

"  Bank  Credits,  the  paper  circulating  between  head  offices  and 
branches,  circular  exchanges,  payments  for  invoices,  the  remission 
of  funds  for  the  ultimate  purchase  of  merchandise,  the  settlement 
of  debts  abroad  to  France  under  the  form  of  coupons,  shares,  and 
commercial  obligations,  were  all  in  these  effects,  making  up  the 
most  gigantic  portfolio  which  was  ever  brought  together. 

*'  After  all  this,  to  give  a  detailed  classification  is  an  absolutely 
impossible  task.  One  can  do  no  more  than  determine  the  classes 
of  the  operation,  and  make  some  general  remarks  on  these  classes, 
and  on  the  importance  and  meaning  of  the  business  effected  on 
each  of  them. 

"  Fifty  years  ago  there  were  no  other  international  operations 
than  merchandise  and  money  ;  merchandise,  gold,  and  silver,  were 
the  only  subjects  of  export  and  import ;  the  balance  of  commerce 
was  settled  in  gold  and  silver.  Every  thing  which  was  bought 
from  the  foreigner  was  paid  for  in  gold  or  silver,  if  not  in 
merchandise. 

"  One  might  find  then  in  the  statistics  of  the  Custom  House, 
data  more  or  less  exact,  but  at  least  real  data  of  the  course  of 
business  between  two  countries ;  but  things  have  greatly  changed 
within  fifty  years. 

"  There  has  appeared,  especially  within  the  last  twenty-five 
years,  in  international  commerce,  what  may  be  called  a  new  article 
of  export,  tLU  article  which  in  every  country  has  acquired  a  greater 
importance  than  any  other  and  which  has  had  the  result  of 
completely  distorting  the  meaning  of  Custom  House  returns. 
This  new  article  is  Securities  ;  it  is  transmitting  across  the 
frontiers  of  different  States  the  property  of  Capital  by  representa- 
tion, which  is  easy  to  transport,  viz.,  these  Capitals  of  the  form  of 
bills  of  exchange,  public  funds,  shares  and  obligations  of  railways 
and  other  companies. 

2  A  2 
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'^  To  nnderstand  the  real  oonrse  of  international  bnsineflBy  it  ig 
necessary  to  know  not  only  the  imports  and  exports  of  merchandifle, 
the  imports  and  exports  of  specie^  but  also  the  imporU  and  asporU 
of  Securities ;  and  this  last  class,  which  is  the  most  important^ 
and  which  is  the  key  to  the  two  others,  escapes  all  kinds  of 
returns." 

Now  this  is  exactly  the  doctrine  we  have  been  enforcing  for  so 
many  years,  and  shews  the  profonnd  absnrdity  of  those  Eoonomisis 
who  exclude  the  Incorporeal  Property  from  the  Title  of  Wealth, 
and  of  those  who  write  books  on  Economics,  and  who  are  either 
ignorant  of,  or  who  ignore,  its  existence,  for  as  we  have  said,  in 
such  a  country  as  this,  it  is  the  largest  class  of  property  of  any. 
M.  Leon  Say  then  gives  some  notices  of  the  imports  and  exports 
of  merchandise,  specie,  and  securities,  which  we  need  not  enter  on. 

We  will  give,  however,  the  final  result  of  the  operations, 
shewing  the  pieces  in  which  the  debt  was  liquidated — 

Pftyment  of  2  Payment  of  S 

Milliards.  MiUiarda. 

Notes  of  Bank  of  France     . .     . .     125,000,000  . .  — 

French  Gold 109,001,602-86  ..  164,000,666-25 

French  Silver         63,016,095-  . .  176,275,180-75 

German  Money  and  Bank  Notes..  62,554,115-93  ..  42,485,029-25 

Thalers 312,650,50901  ..2,172,663,212-03 

Francfort  Florins 25,816,752-37  ..  209,311,400-42 

Marcs  Banco 116,575,59213  ..  148,641,398-27 

Reichs  Marcs —  . .  79,072,309-89 

Dutch  Florins        250,540,821-46  . .  — 

Belgian  Francs       147,004,546-40  . .  148,700,000 

Pounds  sterling      624,699,832-28  . .  12,650,000 

1,836,860,367-43  ..3,153,800,085-86 

Now  we  observe  that  the  whole  of  the  above  sum  that  was  paid 
in  French  specie  was  273  millions  in  gold,  and  239  millions  in 
silver,  l)eing  somewhat  ov^r  20  millions  sterling,  whereas  4J 
milliards,  or  160  millions  sterling,  were  paid  by  Bills  of  Exchange. 
This  fact  is  especially  worthy  of  notice,  because  some  financial 
writers  maintained  that  if  England  had  met  with  a  similar  mis- 
fortune, she  could  not  have  paid  such  a  ransom,  on  account  of  the 
small  quantity  of  specie  in  the  country,  These  figures,  however, 
shew  that  this  is  a  complete  delusion,  as  England  could  pay  by 
bills;  if  ever  she  were  driven  to  such  a  dire  extremity,  to  a  far 
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larger  amount  than  France ;  and  we  see  that  in  France  herself, 
where  specie  is  alleged  to  abound,  the  part  that  was  paid  in  specie 
was  less  than  an  eighth  part  of  the  payment  by  bills. 

M.  Leon  Say  notices,  as  one  of  the  results  of  the  war,  the 
liquidation  of  the  famous  Bank  of  Hamburg,  founded  in  1619,  in 
imitation  of  those  of  Venice  and  Amsterdam,  for  the  purpose  of 
securing  a  uniform  standard  of  mercantile  payments,  by  means 
of  credit  in  its  books,  which  was  called  the  marc  banco. 

After  the  establishment  of  the  German  Empire,  it  was  resolved 
to  adopt  a  gold  currency;  and  the  marc  banco  of  Hamburg  (which 
was  absorbed  in  the  Empire)  violated  the  new  imperial  system  in 
two  ways ;  first  it  was  a  local  money,  and  all  local  moneys  were 
to  disappear  before  the  imperial  currency,  and  it  was^  silver, 
whereas  the  imperial  standard  was  gold. 

The  marc  banco,  which  was  worth  a  half  thaler  or  1*87^  franc, 
was  abolished  by  law,  and  the  reichs  thaler  imperial,  of  1-26  franc, 
was  substituted.  The  bank  was  ordered  to  liquidate  all  its 
accounts  in  fine  silver  by  the  15th  February,  1873 ;  and  after 
that,  any  one  who  had  claims  against  the  bank  was  credited  with 
a  half  thaler  for  the  marc. 

The  preceding  are  examples  of  loans  raised  in  this  country 
with  the  consent  of  the  Government,  and,  consequently,  every 
care  was  taken  to  have  them  transmitted  in  such  a  way  as  to 
produce  as  little  disturbance  of  the  exchanges  as  possible.  But 
it  has  become  very  common  for  foreign  Governments  to  raise  loans 
in  England,  without  any  sanction  of  the  Government  at  all. 
During  the  late  unhappy  war  in  America,  both  the  belligerent 
Governments  sent  over  enormous  quantities  of  their  securities  or 
stock,  to  be  disposed  of  for  specie  in  the  European  markets  for 
what  they  would  fetch,  and  the  proceeds  were  remitted  either  in 
cash  or  bills.  So,  also,  vast  numbers  of  foreign  companies  of  all 
sorts  seek  to  raise  capital  in  England. 

There  is,  lastly,  to  be  considered,  the  sums  required  by  residents 
abroad  for  their  expenditure.  The  drafta  of  the  great  English  and 
Russian  families,  on  their  bankers,  at  home,  affect  the  exchanges 
exactly  in  the  same  manner  as  any  other  drafts. 
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On  Monetary  and  Political  Convulsions  as  infiv/mcmg  Urn 

Exchanges. 

13.  Afi  an  immediate  oonseqnence  of  the  preceding  principles, 
it  follows  that  a  political  or  monetary  conynkion  in  any  oonntiy 
will  immediately  turn  the  f<»:eign  exchanges  in  favoor  of  thai 
coontry,  if  snch  an  event  is  not  prevented  by  the  iame  of  aa 
inconvertible  paper  currency.  The  reason  is  plain,  any  political 
or  monetary  convulsion  is  attended  by  a  great  destmcticm  of 
credit.  Now^  that  credit,  while  it  existed,  performed  the  fanctioos 
of  money,  bnt  as  soon  as  it  is  destroyed,  there  is  an  intense  demand 
for  money  to  fill  the  void.  Money  rises  enormously  in  yalne. 
Multitudes  of  persons  are  obliged  to  sell  their  goods  at  a  sacrifice. 
The  consequence  is  that  money,  having  risen  greatly  in  value, 
both  with  respect  to  goods  and  debts,  an  immense  quantity  will 
flow  in  from  neighbouring  countries.  Thus,  in  1801-2,  there  wv 
a  great  commercial  crisis  at  Hamburg.  The  rate  of  discount  rose 
to  15  per  cent.  That  immediately  drained  the  bullion  from  the 
Bank  of  England.  In  1825  there  was  a  great  conmiercial  crisis 
in  England.  For  a  considerable  period,  the  bank,  by  making 
extravagant  issues  at  a  low  rate  of  discount,  had  turned  ihe  foreign 
exchanges  against  the  country.  But,  no  sooner  did  the  crisis 
occur  in  December,  than  the  foreign  exchanges  inMnediately 
turned  in  favour  of  it.  Exactly  the  same  thing  happened  in  1847. 
No  sooner  had  the  crisis  in  that  year  fairly  set  in  than  the 
exchanges  turned  in  favour  of  the  country.  In  the  French  revolu- 
tion in  1793,  and  subsequent  years,  immense  quantities  of  incon- 
vertible paper  were  issued,  which  kept  all  the  French  exchanges 
in  a  very  depressed  state.  In  1796  this  paper  currency  was 
annihilated,  and  the  exchanges  immediately  turned  in  favour  of 
France.  The  same  thing  was  observed  in  1848.  Things  were  to 
be  had  so  cheap  then  that  multitudes  of  persons  went  over 
to  buy. 

On  the  Means  of  Correcting  an  adverse  Exchange. 

14.  The  preceding  paragraphs  shew  upon  what  comphcated 
causes  these  great  movements  of  bullion  depend,  which  produce 
such  important  consequences.  There  are  three  great  Economic 
Quantities — Products — Bullion— and   Debts — all  seeking  to 
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be  exchanged,  all  flowing  fix)m  where  they  are  cheaper  to  where 
they  are  dearer. 

But  all  this  vast  superstructure  of  credit — this  mighty  mass 
of  exchangeable  property — is  based  upon. Gold  Bullion.  Dif- 
ferent methods  of  doing  business  require  different  quantities  of 
bullion  ;  but,  however  perfect  and  refined  the  system  may  be,  we 
must  come  at  last  to  a  basis  of  bullion^  as  its  moderator 
and  regulator.  If,  therefore,  the  bullion  be  suffered  to  ebb 
away  too  rapidly,  the  whole  superstructure  is  endangered, 
and  then  ensues  one  of  those  dreadful  calamities — a  monetary 
crisis. 

We  have  endeavoured  to  explain  the  different  causes  which 
produce  an  adverse  exchange,  so  that  if  one  takes  place  the 
proper  corrective  maybe  applied.  If  it  be  caused  by  a  depreciated 
currency,  there  is  no  cure  but  a  restoration  of  the  currency 
to  its  proper  state. 

When,  however,  it  arises  from  a  balance  of  indebtedness  from 
commercial  transactions,  there  are  but  two  methods  of  cor- 
recting it — an  export  of  produce,  and  a  rise  in  the  rate  of 

DISCOUNT. 

It  used  to  be  a  favourite  doctrine  that  an  adverse  exchange  was 
in  itself  an  inducement  to  export  on  account  of  the  premium  at 
which  the  bills  could  be  sold.  What  truth  there  was  in  this 
doctrine  can  only  be  known  to  those  actually  engaged  in  such 
operations.  But  a  very  much  more  certain  means  of  producing 
an  export  of  goods  is  a  lowering  of  their  price. 

This  was  one  of  the  fundamental  objects  of  the  framers  of  the 
Bank  Act  of  1844.  They  truly  observed  that  the  prices  of  goods 
had  often  been  induly  inflated  by  the  excessive  creation  of 
credit,  while  gold  was  rapidly  flowing  out  of  the  country. 
Thus,  when  prices  were  kept  too  high  here,  nothing  but  gold 
would  go.  One  object  of  the  Act  was,  therefore,  by  causing 
a  gradual  and  compulsory  contraction  of  credit  as  bullion 
ebbed  away,  to  lower  the  prices  of  goods  and  encourage  an 
export  of  them. 

The  reasoning  of  the  framers  of  the  Act  was  undoubtedly 
correct  in  that  respect.  But  the  only  thing  is,  whether  the  same 
object  may  not  be  attained  another  way.  This  is  not  the  place 
to  discuss  fully  the  policy  of  that  Act,  because  there  are  several 
other  conflicting  theories  involved  in  it^  which  we  cannot  fully 
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discnss  nntil  we  come  to  the  consideration  of   a  commercial 

crisis. 

It  is  sufficient  to  say  here  that  all  the  objects  of  ihat  act  are 
obtained  by  paying  proper  attention  to  raise  the  rate  of  discoimt 
as  rapidly  as  bollion  flows  ont.  If  the  Directors  of  the  Bank  had 
understood  and  acted  upon  that  principle,  there  never  would  have 
been  any  necessity  for  the  Act.  It  is  tme  we  cannot  blame  them 
too  much,  as  before  1833  they  were  prohibited  by  law  fiom  raising 
it  above  5  per  cent.,  a  rate  wholly  inadequate  to  check  a  great 
outflow ;  and  for  many  years  there  was  a  great  prejudice  against 
doing  so. 

We  have  observed  that  a  difference  in  the  rate  of  discount 
between  any  two  countries  more  than  sufficient  to  pay  for  the 
transmission  of  bullion,  causes  a  flow  of  bullion  ftx)m  one  to  tiie 
other.  But  it  must  be  remembered  that,  as  all  the  cost  of  the 
transmission  both  ways  falls  upon  the  operator,  the  difference  will 
be  more  considerable  than  might  appear  at  first  sight.  And,  if 
they  are  three  months'  bills,  of  course,  the  profit  reaped  will  be 
only  one-fourth  of  the  apparent  difference.  Thus,  Mr.  Gloschen 
says,  there  must  be  a  difference  of  2  per  cent,  between  London 
and  Paris  before  the  operation  of  sending  gold  over  from  France 
for  the  sake  only  of  the  higher  interest  will  pay.  And  between 
other  continental  cities,  of  course,  the  difference  may  be  much 
greater. 

But  whatever  the  difference  may  be,  the  method  is  absolutely 
certain.  Directly  the  rate  of  discount  rises  here,  people  cease  to 
export  bullion  from  here,  and  the  continental  bankers  and  brokers 
increase  their  demand  for  English  bills.  And  as  the  rate  rises 
the  demand  will  increase,  until  at  last  the  price  reaches  the  si)ecie 
point,  and  gold  begins  to  flow  in  ;  and  as  the  rate  rises  more,  more 
powerful  will  be  the  attraction,  until  at  last  the  necessary 
ecjuilibrium  is  restored  between  bullion  and  credit. 

15.  We  must,  however,  notice  one  very  remarkable  occasion 
on  which  this  law  did  not  seem  to  act,  and  that  is  during  the 
great  monetary  crisis  and  panic  of  18G0. 

Upon  examining  the  table  given  afterwards,  shewing  the 
variations  of  the  rates  of  discount  by  the  Banks  of  England  and 
France,  from  1857  to  186G.  it  will  be  seen  that  very  often  they 
were  exactly  the  same,  sometimes  a  difference  of  ^  per  cent. ;  and 
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Very  seldom  indeed,  more  than  one  per  cent,  difference  between 
them.  Since  the  beginning  of  that  year,  however,  the  diflference 
was  constantly  2  per  cent.,  and  it  graduaUy  increased  to  8,  4,  and 
even  6  per  cent.  All  the  while  that  the  storm  was  visibly 
gathering  and  then  raging  in  England,  the  Bank  of  France  was 
in  a  state  of  the  greatest  serenity.  On  March  21st,  when  disconnt 
in  England  for  a  very  short  period  was  lowered  to  6  per  cent.,  in 
France  it  was  8^,  and  while  it  gradually  rose  here  to  7,  8,  9,  and 
10,  it  only  advanced  to  4  per  cent,  in  France,  and  remained 
steadily  at  that  rate  for  a  month.  More  than  that,  while  these 
high  rates  in  England  were  unable  to  prevent  a  severe  foreign 
drain,  the  Bank  of  France  was  rapidly  gaining  large  quantities  of 
bullion,  while  discount  was  only  4  per  cent.  In  June,  while 
discount  was  10  per  cent,  here  the  bullion  in  the  vaults  of  the 
Bank  was  only  £11,878,775,  the  bullion  in  the  Bank  of  France 
exceeded  £22,000,000. 

This  most  remarkable  and,  indeed,  unprecedented  state  of 
matters  actually  led  many  persons  to  question  the  truth  of  the 
law,  that  a  high  rate  of  discount  attracts  bullion  ^m  foreign 
countries,  and  keeps  it  in  the  country,  and  to  maintain  that  the 
rates  ought  to  be  quite  independent  of  each  other.  To  suppose, 
however,  that  a  law  is  false  which  is  founded  on  the  widest  and 
long-continued  experience  in  every  country,  shews  a  hasty  style 
of  argument.  When  the  moon  ceases  to  sway  the  tides,  then — 
but  not  till  then — will  the  rate  of  discount  cease  to  attract  the 
flood  of  bullion.  To  argue  from  the  single  case  of  this  crisis  that 
the  law  is  false,  is  just  as  absurd  as  if  a  man,  seeing  a  bar  of  iron 
falling  down  to  the  earth,  and  a  balloon  rising  up  from  the  earth, 
were  to  maintain  that  the  law  of  gravitation  is  false.  Or  if  he 
were  to  say  that  there  is  no  such  thing  as  gravity,  because  a  drop 
of  water,  or  a  fly,  can  adhere  to  the  ceiling.  The  law  itself  is 
perfectly  true,  and  acts  universally,  but  there  may  be  other  cir- 
cumstances, which,  on  particular  occasions,  may  counteract  its 
effects.  The  action  of  the  moon  on  the  tides  is  constantly  counter- 
acted or  aggravated  by  furious  gales  of  wind.  In  the  chapter  on 
Exchanges  we  pointed  out  that  there  are  several  causes  which 
influence  the  flow  of  bullion,  which,  at  any  time,  may  act  in  the 
same  or  opposite  directions.  Of  these  the  rate  of  discount  is  on/y 
one,  and  at  particular  times  it  may  be  overpowered  by  some  oihm: 
consideration.     Now^^  with  respect  to  the  rate  of  diiscoont  hei^ 
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the  Money  Market  was  liable  to  more  severe  distorbance  than  ia 
France,  on  accoont  of  the  multitude  of  new  companies,  especially 
the  new  Finance  Companies,  and  also  the  connection  of  so  many 
of  our  Banking  Companies  with  the  East.  The  quantity  of 
'* finance"  paper  afloaU created  the  greatest  uneasiness  here  finr 
a  very  considerable  time,  and  this  was  well  known  abroad.  It 
was  Mly  expected  that  there  would  be  great  disasters  among  the 
banks ;  and  as,  if  these  failed,  it  was  expected  that  merchants 
would  fail  too,  the  rate  of  discount  failed  to  attract  supplies 
because  it  was  feared  that  the  whole  principal  would  be  lost. 
In  consequence  of  this,  great  quantities  of  long-dated  bills  on 
England  were  hurried  over  here  and  turned  into  cash,  which 
was  exported  at  any  sacrifice.  It  was  just  the  same  in  1839. 
It  was  generally  expected  then  that  the  Bank  of  England 
was  going  to  stop  payment.  The  consequence  was,  as  we 
have  stated  elsewhere,  that  long-dated  bills  held  abroad  were 
hurried  over  here  for  immediate  realisation;  and  the  proceeds 
withdrawn  as  speedily  as  possible.  This,  of  course,  would  equally 
prevent  specie  being  imported  here,  notwithstanding  the  high 
rate  of  discount.  It  is  perfectly  well  known  that  this  cause 
operated  to  a  great  extent  during  the  crisis  of  1866.  However, 
when  all  danger  of  this  had  passed  away,  the  rate  of  discount 
produced  its  natural  effect,  and  gold  rapidly  flowed  in,  thus 
indicating  the  entire  truth  of  the  law. 

With  respect  to  the  Bank  of  France  the  explanation  is  also 
easy.  There  was  no  commercial  crisis  there,  but,  unhappily, 
strong  expectations  of  war.  Consequently,  mercantile  enterprise 
was  curbed,  and  specie  naturally  flowed  into  the  vaults  of  the 
Bank  of  France.  Also,  in  anticipation  of  war,  the  Government 
of  Italy  suspended  cash  payments  and  adopted  paper  money. 
This,  of  course,  produced  its  natural  effect  in  driving  specie  out 
of  the  country,  and  it  also  naturally  first  went  to  the  Bank 
of  France. 

These  circumstances  are  quite  sufiicient  to  explain  the  re- 
markable phenomena  alluded  to. 

But  it  is  much  to  be  regretted  that  no  Parliamentary  inquiry 
was  made  into  the  circumstances  of  the  panic,  as  no  doubt  much 
valuable  information  would  have  been  elicited  about  a  pheno- 
menon BO  unusual. 

The  state  of  indebtedness,  however,  may   be  so  great  as  to 
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deepen  an  adyerse  exchange  into  a  monetary  crisis^  bnt  what  may 
become  advisable  to  be  done  in  such  an  emergency^  we  must 
defer  discussing  until  a  future  chapter^  when  the  policy  of  the 
Bank  Act  of  1844  is  examined. 


CHAPTER    VIII. 


ON  THE  RISE  AND  PROGRESS  OF  BANKING  Df 
ENGLAND  UNTIL  THE  RENEWAL  OF  THE 
BANK    CHARTER    IN    1800. 

1.  Banking,  in  the  modern  sense  of  the  word,  had  no 
existence  in  England  before  the  year  1640.  Up  to  that  period 
merchants  had  been,  for  a  considerable  time,  in  the  habit  of 
depositing  their  bullion  and  cash  in  the  Mint  in  the  Tower,  for 
convenience  and  security,  under  the  guardianship  of  the  Crown. 
Eleven  years  had  elapsed  since  Charles  I.  had  dissolved  his  third 
Parliament — eleven  years  crowded  with  incidents  of  the  deepest 
interest  in  the  history  of  the  human  race.  The  King  and  the  Par- 
liament parted  with  feelings  of  mutual  exasperation,  and  the 
Monarch  gave  very  plain  intimation  that  henceforth  he  meant  to 
have  no  more  of  them.  From  that  time  he  and  Strafford,  were  en- 
gaged in  a  deliberate  and  systematic  attempt  to  establish  an  absolute 
despotism  on  the  overthrow  of  the  ancient  constitution  of  England. 
For  a  httle  while  the  King  was  triumphant — wicked  judges 
decided  against  Hampden.  Laud  established  an  Anglican 
popedom  on  the  banks  of  the  Thames.  Everything  seemed  to 
favour  the  design,  and,  humanly  speaking,  there  is  every  pro- 
bability that  the  eminent  ability  of  Strafford  would  have  been 
ultimately  successful,  when  an  incident  occurred  which  destroyed 
the  labours  of  so  many  years,  and  was  the  moving  ctiuse  of  a  train 
of  consequences  which  ended  in  the  destruction  of  the  monarchy 
and  the  church.  The  republican  constitution  of  the  Scottish 
church  was  an  object  of  hereditary  antipathy  to  the  King  ;  and 
his  advisers,  with  that  suicidal  intemperance  which  is  the 
invariable  characteristic  of  ecclesiastic  despots,  thought  that  the 
time  had  now  come  to  force  a  prelatic  liturgy  upon  the  nation. 
The  Scotch,  with  fierce  determination  rushed  to  arras  in  defence  of 
their  ecclesiastical  liberty,  and  the  King  did  not  hesitate  to  accept 
the  alternative  of  civil  war. 
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2.  After  some  indecisive  skirmishing,  a  treaty  was  at  length 
agreed  upon,  probably  with  little  sincerity  on  either  side.  But 
an  accommodation  of  some  sort  was  then  an  absolute  necessity  to 
the  King.  His  first  army  had  exhausted  his  scanty  and  ill- 
managed  exchequer.  It  had  cost  him  £800,000 ;  not  only  all  the 
money  that  had  been  laid  up  was  wasted,  but  the  revenue  had 
been  anticipated.  The  enemy  were  proud  and  insolent,  the  army 
corrupt  and  disheartened,  the  country  mutinous  and  inclined  to 
the  rebels,  and  the  Court,  according  to  Clarendon,  were  all  three. 
The  peculation  that  went  on  would  be  something  incredible  if  it 
was  not  said  on  such  excellent  authority.  The  King  thought  he 
might  rob  every  one  else,  so  the  officers  of  the  revenue  thought 
they  had  an  unlimited  license  of  robbing  him ;  ofthe  sum  of  £200,000 
raised  from  the  people,  only  £1,600  reached  the  Exchequer. 
The  King  was  in  despair,  when  he  happened  to  intercept  a 
treasonable  correspondence  between  the  Scotch  and  the  King  of 
France.  At  length,  he  thought,  he  might  venture  to  call  a 
Parliament.  The  English  nation  would  surely  be  roused  to  in- 
dignation at  such  flagrant  treachery. 

3.  The  writs  were  issued  in  December,  1689,  for  the  Parlia- 
ment to  meet  on  the  18th  April,  1640.  Notwithstanding  the 
national  exasperation  at  the  proceedings  of  the  King  during  the 
preceding  twelve  years — notwithstanding,  that  by  way  of  bravado, 
and  to  induce  people  to  believe  that  the  Parliament  was  called 
entirely  through  the  King's  grace  and  good  will,  and  not  through 
necessity,  ship  money  was  levied  with  the  same  severity,  and  the 
ecclesiastical  courts  maintained  their  usual  cruelty — the  nation 
were  sincerely  anxious  for  peace  and  moderation.  Under  the 
influence  of  these  feelings,  they  returned  a  House  of  Commons, 
wishful  to  reform  abuses,  but  composed  of  persons  free  from  party 
engagements,  afraid  of  all  violence,  secret  combinations,  or  doing 
anything  to  hazard  the  peace  of  the  country.  Clarendon  bears 
testimony  that  there  was  not  the  least  approach  to  any  irreverence 
to  the  Crown,  that  it  managed  all  its  debates  and  behaviour  with 
wonderful  order  and  sobriety,  that  it  was  exceedingly  weU- 
disposed  to  please  the  King,  and  to  do  him  service.  In  a  debate 
on  a  case  where  the  Lords  had  undoubtedly  committed  a  gross 
breach  of  the  privileges  of  the  House,  there  was  not  an  angry  or 
offensive  word  spoken,  and  when  an  obscure  member  niade  a 
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sneering  remark  upon  the  bishops^  he  met  with  no  encourage- 
ment. 

4.  But  the  evil  genius  of  the  King  prevailed.  The  unhaj^y 
Monarchy  utterly  unconscious  of  the  momentous  nature  of  the 
problem  which  was  in  course  of  solution,  quarrelled  with  the 
Parliament  which  was  his  last  hope  of  salvation.  In  a  fit  of 
indignation  that  it  did  not  instantly  submit  to  his  haughty 
demands,  and  vote  an  enormous  supply  with  the  readiness  of 
eastern  slaves,  he  dissolved  it  within  three  weeks  of  its  meeting, 
without  having  passed  a  single  Act ;  to  the  profound  grief  and 
despondency  of  all  who  were  anxious  for  peace — to  the  gloomy 
delight  of  those  sterner  spirits  whose  souk  thirsted  for  vengeance 
for  the  tyranny  of  years.  No  sooner  was  the  deed  done  than  he 
was  seized  with  alarm  and  regret,  and  endeavoured  to  recall  it, 
but  it  was  too  late.  No  supplies  had  been  voted,  but  an  invasion 
was  imminent,  and  he  was  driven*  to  devise  expedients  for  raising 
money.  He  opened  a  voluntary  loan,  and  in  less  than  three 
weeks  £300,000  were  paid  into  the  Exchequer,  chiefly  by  the 
Catholics.  But  this  was  quite  inadequate  to  his  necessities,  and 
he  resorted  to  other  more  discreditable  means  of  raising  money. 
He  bought  up  an  immense  quantity  of  pepper  from  the  merchants 
on  credit,  and  immediately  sold  it  at  a  heavy  loss  for  ready  money. 
It  was  debated  for  several  days  at  his  Council  to  coin  £800,000  of 
base  money,  with  3d.  of  silver  in  the  shilling,  but  the  plan 
was  finally  rejected  owing  to  the  speech  of  Sir  Thomas  Rowe, 
a  noble  argument,  which  might  have  been  studied  with  ad- 
vantage nearly  two  centuries  later.  Besides  this,  the  King 
seized  the  merchants'  bullion  and  cash  in  the  Tower,  to  the 
amount  of  £120,000. 

5.  The  merchants  were  in  consternation,  as  this  cash  was  the 
provision  they  had  made  to  meet  their  bills.  They  immediately 
met,  and  drew  up  and  presented  the  strongest  remonstrance  to  the 
Council.  They  pointed  out  the  flagrant  iniquity  and  impolicy  of 
such  a  proceeding,  and  after  the  matter  had  been  debated  a  whole 
day  at  the  Council,  they  finally  agreed  to  let  the  King  have  £40,000 
upon  receiving  adequate  security  for  its  repayment  with  interest 
The  security  was  given,  and  the  whole  of  the  principal  and  interest 
was  ultimately  repaid  to  them.     But,  although  they  had  succeeded 
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in  this  instance  in  saving  their  property^  the  prestige  of  the  Rojal 
honour  was  gone,  they  were  too  wise  to  trust  their  money  again  to 
such  precarious  custody,  and  they  were  obliged  to  keep  it  at  homo 
under  the  care  of  their  own  clerks  and  apprentices. 

6.    But  their  treasures  were  no  safer  than  before.    The  plel)eian 
cashiers  were  more  dishonest  than  the  King.    In  process  of  time 
as  the  war  went  on,  these  gentlemen  of  the  quill  were  Htn'zed 
with  a  martial  ardour  ;  they  deserted  their  desks  in  multitudcH 
to  join  the  army,  and  carried  off  with  them  their  mastem'  cash* 
Others  lent  out  their  masters*  money  clandestinely  to  the  gold- 
smiths at  interest  at  4d.  per  cent,  per  diem,  which  they  kefit  to 
themselves.    The  goldsmiths,  as  might  be  expected  from  their 
business,  had  acuter  perceptions  with  respect  to  the  value  of  the 
bullion  in  the  coin  than  the  public  generally.    The  money  coined 
during  the  commotions  was  of  very  unequal  weight,  someUmef 
as  much  as  3d.  difference  in  the  ounce,  and  most  of  it  heavier 
than  it  ought  to  have  been  according  to  the  relative  value  of  tha 
metals  abroad.    The  goldsmiths  did^  what  always  will  U;  d^;ne 
under  such  circumstances,  they  bought  up  all  the  heaviest  oiAtm, 
and  melted  them  for  exportation.    Moreover,  they  ^jegaxi  to  fend 
out  at  interest  the  money  that  thus  came  inUi  th^'r  hafwlc    T1i«y 
advanced  great  quantities  of  money  to  merduioti^  and  ijihern, 
weekly,  or  monthly,  at  high  interest,  and  Ijegan  to  diaoooiit  timr 
bilk.    Finding  this  to  be  very  profiuMe,  they  begam  to  aUrMi 
deposits  to  themselves,  by  offering  interest  te  them,  and  aUyv' 
ing  the  depositors  fo  hare  refiaynxfiit  wbutM^er  iLey  pksMKidL 
Pec^le  found  it  much  uKire  cooreuieni  u>  leave  their  tttooqr  w'uh 
the  gQldsniths,  where  they  ooold  have  it  vheoev^r  ihitj  pksmd^ 
as  well  as  their  imeresty  than  to  lend  it  oat  oa  real  or  (Knwcttl 
aecaritT.    Tber  socm  reoesved  the  reut«  </  all  ijbe  feasi«ftw:% 
estates,  which  w«%  truwoutftd  to  tovxu    Fjv«;  or  ux  ssocd  fm^ 
eminent  above  Hudr  breihreii,  and  CWeudrxn  jit«  tiiMi  th^  v^g^ 
men  known  u#  be  w  lidbi  aud  <^ao  gr/ud  n^^xurj^m^  tLat  ^  ij^ 
money  of  ibt  ^dnz^jm  vooid  Ui  trwst^  or  de^itUiMfd  'm  tiitur 


7.    Tbeir  fxcaxnaod  oT  Tka^r  tofju^  wta  bpfmpit  tii«nt  u 
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questionable  sincerity  in  wishing  to  goTern  with  free  parlia-* 
ments,  he  and  they  were  unable  to  agree  any  better  than  hift 
Royal  predecessor  had  done  with  them.  They  were  jealous  of 
his  power,  and  kept  him  in  a  constant  state  of  financial  embarrass* 
ment.  He  then  applied  to  the  "  Bankers,"  and  they  advanced 
him  money  in  anticipation  of  the  supplies.  They  thus  became 
almost  necessary  to  the  Government. 

8.  The  position  the  bankers  had  gained  under  the  frngal 
government  of  Cromwell  was  not  lost  under  that  of  his  dissolute 
successor.  The  first  care  of  the  restored  Monarch  wa^  to  disband 
the  terrible  Republican  armies.  But  they  required  to  be  paid  off, 
and  some  hundreds  of  thousands  of  pounds  were  required  to  be 
got  together  in  a  few  days.  The  slow  receipts  of  the  taxes  were 
quite  inadequate  to  effect  this,  and  the  Ministers  were  compelled 
to  have  recourse  to  the  bankers,  and  they  were  so  well  satisfied  at 
their  proceedings  that  they  declared  the  King's  affairs  could  not 
be  carried  on  without  their  assistance. 

9.  Their  method  of  doing  business  with  the  Crown  was  as 
follows.  As  soon  as  the  supplies  were  granted,  they  were  sent  for 
to  attend  the  King.  He,  having  consulted  his  Ministers  as  to 
what  immediate  sums  were  required,  desired  them  to  be  called  in, 
and  they  were  then  informed  what  ready  money  would  require 
to  be  provided  by  such  a  day.  They  were  then  asked  how  much 
they  could  lend,  and  what  security  they  would  require.  Each 
answered  according  to  his  several  ability,  for  there  was  no  joint 
stock  among  them,  one  perhaps,  £100,000,  another  more,  another 
less.  They  were  desirous  of  having  8  per  cent,  for  their  money, 
which  the  King  and  his  ministers  were  quite  ready  to  give,  as  a 
reasonable  remuneration;  but,  upon  ftirther  consideration,  they 
determined  to  leave  it  to  the  King's  own  bounty,  lest  it  might 
afterwards  be  turned  to  their  disadvantage,  mentioning,  at  the 
same  time,  that  they  themselves  paid  6  per  cent,  for  it  to  their 
customers,  which  was  known  to  be  true. 

10.  They  then  received  an  assignment  for  the  payment  of  the 
first  money  that  came  in  under  the  Act  of  Parliament,  or  tallies 
upon  such  other  branches  of  the  revenue  as  were  least  charged. 
But  even  this  was  no  security,  as  the  King  and  the  treasurer 
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might  divert  these  payments  to  other  purposes.  "Therefore," 
says  Clarendon,  "  there  was  nothing  sorer  than  that  it  was  nothing 
but  the  nnqnestionable  confidence  in  the  King's  justice  and  the 
treasurer's  honor  and  integrity,  which  was  the  true  foundation  of 
that  credit  which  supplied  the  necessities  of  the  Government. 
The  King  always  treated  them  very  graciously,  as  his  very  good 
servants,  and  all  his  ministers  looked  upon  them  as  very  honest 
men."  We  shall  soon  see  how  their  confidence  in  the  King's 
honour  was  repaid. 

In  1663,  Charles  II.  issued  a  splendid  gold  coinage  of  £5,  £2, 
and  20s.  pieces ;  the  latter  were  called  Guineas,  as  they  were  made 
of  gold  brought  from  the  Guinea  coast  by  the  African  Company, 
They  were  struck  to  be  equivalent  to  twenty  shillings  in  silver, 
and  thus  to  represent  the  £,  or  Pound,  in  gold.  The  pound 
weight  of  Crown  gold  was  ordered  to  be  cut  into  44^  guineas,  and 
continued  to  be  so  as  long  as  they  were  coined. 

11.  It  belongs  to  the  general  historian  to  relate  the  terrible 
downfall  of  England's  greatness  in  eight  years  from  the  death  of 
Cromwell.  The  year  1667  may  be  considered  as  the  nadir  of  the 
national  humiliation.  For  the  first,  and  we  may  devoutly  trust 
with  Macaulay,  for  the  last  time,  the  citizens  of  London  heard 
the  sound  of  hostile  cannon.  With  extraordinary  infatuation,  the 
Government  rushed  into  a  war  with  Holland,  whose  capital  had 
illuminated  when  the  news  arrived  of  the  death  of  their  terrible 
antagonist,  Cromwell,  and  little  boys  ran  about  the  streets,  crying 
that  the  devil  was  dead.  Notwithstanding  the  unexampled 
magnitude  of  the  supphes  voted  by  Parliament,  they  were  all 
embezzled  by  the  courtiers,  who  made  fortunes  while  the  sailors 
mutinied  for  want  of  pay,  and  the  ships  were  unseaworthy.  The 
Dutch  destroyed  Sheemess  and  Chatham,  burned  the  ships  lying 
there,  and  insulted  Tilbury. 

12.  Nothing  could  be  more  disgraceful  and  humiliating  than 
the  misconduct  which  led  to  this  disaster  but  the  wild  despair 
and  ridiculous  consternation  that  took  possession  of  the  people 
of  London  when  they  heard  of  it.  The  King  alone,  who  never 
wanted  personal  courage,  and  the  Duke  of  York,  kept  their 
composure,  and  put  to  shame  the  cowardice  of  a  general  officer, 
who  thought  himself  one  of  the  greatest  soldiers  in  Europe,  who 
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declared  the  tower  not  to  be  tenable,  and  refused  to  defend  it' 
Every  one,  in  consternation,  mshed  to  demand  his  monej  from 
the  bankers.  It  was  known  that  they  had  lent  it  to  the  King, 
and  the  people  belicTcd  that  the  regular  payments  oat  of  the 
Exchequer  conld  not  be  made.  To  quiet  the  public  alarm,  the 
King,  on  the  18th  June,  issued  a  proclamation  to  say  that  the 
payments  of  the  Exchequer  wonld  continue  as  usual,  and  stating 
that  it  was  his  steadfast  resolution  to  preserve  inviolable  to  all  his 
creditors  all  the  securities  and  assignments  made  for  repayment 
of  their  advances;  that  he  would  not  on  any  occasion  whatever 
permit  any  alteration  or  interruption  of  these  securities.  He 
moreover  said  that  he  held  this  resolution  firm  and  sacred  in  all 
future  assignments  and  securities  to  be  granted  by  him  upon  any 
other  advance  of  money  for  his  service,  by  any  person  on  any 
future  occasion. 

13.  The  insults  and  ravages  of  the  Dutch  were  annoying  and 
disagreeable,  but  they  were  inflicted  by  a  brave  enemy.  Charles 
II.  and  his  Ministers  plunged  the  nation  into  depths  of  disgrace 
a  thousand  times  more  humiliating.  He  sold  himself,  his  country, 
her  honour  and  greatness  to  the  King  of  France,  and  for  20  years 
England  suffered  an  eclij)8e  in  European  politics.  The  public 
indignation  at  the  ravages  of  the  Dutch,  demanded  a  scapegoat, 
and  it  was  appeased  by  the  ruin  of  Clarendon.  Soon  afterwards 
the  King  astonished  and  delighted  the  nation  by  entering  into 
the  Triple  Alliance  with  the  very  people  he  had  so  lately  been  at 
war  with,  and  Sweden.  It  was  ostensibly  to  curb  the  overweening 
ascendancy  of  France,  and  to  maintain  the  Protestant  religion. 
While  thus  reaping  popularity  at  home  and  respect  abroad  for 
this  unwonted  display  of  firmness  and  magnanimity,  which 
revived  the  memory  of  Cromwell,  the  infamous  traitor  signed  a 
secret  tre^ity  with  Louis  binding  himself  to  re-establish  the  Roman 
Catholic  religion  in  England,  to  unite  with  him,  and  destroy  the 
very  people  with  whom  he  was  so  ostentatiously  in  alliance.  Bad 
as  the  Cabal  Ministry  were,  the  indelible  infamy  of  this  trans- 
action was  peculiarly  personal  to  the  King.  He  himself  went  to 
Dover  to  negotiate  it ;  it  was  he  who  suggested  the  most  dis- 
graceful articles,  and,  abandoned  as  the  Ministry  were,  he  thought 
only  two  of  them  suflBciently  wicked  to  be  entrusted  with  their 
knowledge.     The  Treaty  was  signed  in  May,  1670. 
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14.  It  was  impossible  to  prevent  some  hints  of  what  was  going 
on  reaching  Holland.  De  Witt  and  the  States  took  alarm  at  the 
recall  of  Temple,  whose  character  for  honour  and  integrity  stood 
so  high  that  his  presence  was  considered  a  sufficient  guarantee 
of  the  fidelity  of  England.  The  King  ordered  him  to  leave  his 
family  at  the  Hague,  and  promised  his  speedy  return.  Parlia- 
ment met  in  October.  The  King  left  the  Lord  Keeper  to  explain 
his  views  to  them.  The  Keeper  expatiated  upon  the  King's 
pleasure  in  meeting  his  Parliament,  the  immense  growth  of  the 
power  and  navy  of  the  King  of  France,  the  King's  alliance  with 
the  Dutch,  the  neglected  and  feeble  state  of  the  navy,  and  the 
necessity  of  putting  it  in  a  position  to  cope  with  that  of  France. 
He  ended  by  demanding  a  supply  of  £800,000  to  fit  out  50  ships 
of  the  line,  to  make  him  a  match  for  his  neighbours.  The  House 
eagerly  voted  him  the  supply  asked  for,  and  added  to  it  a  long 
homily  on  the  growth  of  Popery,  and  earnestly  petitioned  the 
King  to  take  measures  to  suppress  it.  The  King  took  the 
subsidy,  instantly  prorogued  the  Parliament,  and,  with  the  treaty 
of  Dover  in  his  pocket,  published  a  severe  proclamation  against 
Papists,  boasting  that  he  had  always  adhered  to  the  true  religion 
as  established  against  all  temptations  whatever. 

15.  No  sooner  were  the  credulous  Commons  duped  out  of  their 
money  and  dismissed,  than  the  King  set  to  work  to  pick  a  quarrel 
with  the  Dutch.  They  were  wantonly  provoked  by  a  most  out- 
rageous insult.  A  small  yacht,  not  even  a  man  of  war,  was 
ordered  to  sail  through  their  whole  fleet  on  their  own  coasts,  and 
fire  upon  them  if  they  did  not  strike  their  flag  to  it.  The  Dutch, 
who  tendered  any  explanation  that  the  English  government  chose 
to  dictate,  were  studiously  insulted.  Parliament  was  prevented 
from  meeting  lest  they  should  declare  against  such  atrocious 
proceedings ;  but  the  money  of  which  they  had  been  duped  was 
soon  exhausted  by  debts  and  expenses.  France  had  promised  to 
pay  £200,000  a-year  during  the  war,  a  sum,  however,  quite  in- 
adequate to  maintain  the  navy.  The  axe  of  Charles  I.  inspired 
the  King  and  his  Ministry  with  too  wholesome  a  respect  for  the 
English  nation  to  venture  again  upon  ship  money.  In  this 
dilemma  the  King  declared  that  the  staflF  of  the  treasurer  should 
reward  the  ingenuity  of  the  man  who  should  discover  an  expedient 
for  "raising  the  wind."    Shaftesbury  is  said  to  have  the  merit  of 
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originating  the  idea,  bnt  Clifford  reaped  the  profit  and  honour. 
The  expedient  hit  apon  was  to  shut  up  the  Exchequer. 

IG.  Charles  seemed  to  be  most  at  home  in  the  lowest  deptbi 
of  iniqnitj.  With  the  treaty  of  Dover  in  one  pocket,  he  profefBed 
a  warm  zeal  for  the  Protestant  religion ;  with  his  Proclamation  of 
1G67  in  the  other,  he  seized  npon  the  bankers*  money  in  the 
Exchequer.  When  he  had  performed  the  splendid  feat  of  duping 
his  Parliament  out  of  £800,000,  for  the  purpose  of  catting  the 
throats  of  the  yery  people  to  whom  they  were  most  attached,  it 
was  but  sorry  game  to  plunder  a  few.  bankers.  Nevertheless,  the 
King  was  so  delighted  with  the  peculiar  perfidy  of  the  transaction, 
that,  to  the  promised  reward  of  the  treasurer's  staff,  he  superadded 
an  ignominious  peerage.  On  the  2nd  of  January,  1672,  appeared 
a  proclamation,  stating  that  the  payments  out  of  the  Exchequer 
should  be  suspended  for  one  year ;  but  interest  at  the  rate  of  6  per 
cent,  was  promised.  The  King  seized  £1,328,526 ;  of  this  sum 
£416,725  belonged  to  Sir  Robert  Vyner  alone. 

17.  The  bankers,  it  is  true,  were  not  many,  but  the  money 
they  had  belonged  in  great  part  to  their  customers,  and  these  were 
10,000.  The  coup  de  finance  was  so  cleverly  done  that  no  one, 
except  one  or  two  of  the  most  intimate  friends  of  the  conspirators, 
had  the  sliglitest  warning.  The  consternation  was  dreadful  in 
the  Citv.  Numberless  merchants  were  ruined.  The  distress  was 
felt  through  all  ranks  of  society.  Widows  and  orphans,  who  had 
no  other  means  of  investment,  had  lent  their  all  to  the  bankers. 
Many  persons  went  mad ;  many  died  of  a  broken  heart ;  many 
destroyed  themselves.  It  was  at  first  promised  that  the  suspension 
should  only  be  for  a  year ;  but  year  after  year  passed  away,  and 
neither  the  principal  nor  the  interest  was  paid.  But  the  intensity 
of  the  public  suflering  was  too  great,  and  the  public  indignation 
was  too  fierce  to  be  neglected.  What  seems  to  be  a  most  extra- 
ordinary circumstance  is,  that  although  so  miuiy  persons  of 
infiuence  must  have  been  injured  by  the  transaction,  there  was 
no  notice  of  it  taken  in  Parliament.  At  length,  in  April,  1676, 
the  King  was  obliged  to  order  the  accounts  of  the  creditors  to  be 
examined  by  the  Chancellor  of  the  Exchequer.  This  having  been 
done,  in  April  1G77,  the  King  issued  letters  patent,  granting  to 
each  of  the  goldsmiths,  their  heirs  and  assigns,  and  for  the  benefit 
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of  their  creditors,  in  lieu  and  satisfaction  of  their  debts,  a  yearly 
rent,  part  of  the  hereditary  excise,  equal  to  6  per  cent,  upon  the 
debt,  with  a  clause  of  redemption,  upon  the  King  paying  the 
principal  and  arrears  of  interest.  These  lettera  were  printed  and 
made  public  on  the  23rd  of  May,  1677,  and  a  bill  to  ratify  them 
was  passed  by  the  House  of  liords  on  the  10th  July,  1C78,  but 
unfortunately,  was  not  presented  to  the  Commons  before  the  end 
of  the  Session,  and  never  became  law. 

18.  The  interest  continued  to  be  paid  till  Lady-day,  1683, 
when  it  ceased.  Those  were  times  of  fiery  trial.  The  recoil  of 
the  crimes  and  cruelty  of  the  Popish  plot  had  struck  down  the 
fomentors  of  that  horrible  delusion.  The  blood  of  the  hostile 
parties  alternately  flowed  like  water  from  the  scafiTold*  The 
Boyalists  had  obteined  the  undisputed  ascendancy,  and  payment 
of  the  interest  due  to  the  bankers  immediately  ceased  None  was 
paid  during  the  reign  of  James  II.  At  length,  in  1689,  when 
the  creditors  were  worn  out  with  despair,  some  of  them  determined 
to  petition  the  Court  of  Exchequer  to  make  an  order  for  payment 
of  their  claims.  The  Crown  determined  to  resist  payment,  and 
the  case  was  argued  at  great  length ;  two  years  were  occupied  in 
the  arguments  and  deliberations  of  the  judges.  At  length,  in 
1691,  the  Court  gave  judgment  in  &vour  of  the  petitioners,  and 
made  an  order  on  the  Exchequer  for  payment  The  Court 
appealed  to  the  Exchequer  Chamber.  At  that  time  the  Lord 
ChanceUor,  or  the  Keeper  of  the  Great  Seal,  sat  in  the  Exchequer 
Chamber,  and  was  accustomed  to  receive  the  assistance  of  all  the 
Common  Law  Judges.  Lord  Somers  was  Keeper  of  the  Great 
SeaL  In  1697,  the  case  was  argued  before  the  whole  of  the 
Judges.  There  were  two  points  to  be  decided*  1.  Whether  the 
letters  patent  were  good  and  valid  to  bind  the  Czown«  2.  Whether 
tiie  remedy  taken  by  the  petitioners  was  the  proper  one,  and  if 
it  was  in  tlie  power  of  the  Court  of  Exchequer  to  order  payment 
fixMn  the  Treasury  of  the  sums  due  to  the  daimanta.  On  the  first 
point  the  Common  Law  Judges  nnanimoosly  held  that  the  letters 
patent  were  good  and  valid  to  Innd  the  Crown.  On  the  second 
point  ihej  all,  with  one  exception,  held  that  the  pedtioners  had 
adopted  the  pmper  course  in  petitioning  the  Exdieqner,  and  thai 
that  Comt  had  power  to  order  payment.  The  Chid' JiBtice  of  tte 
Common  Flos  alone  held  that  ther  had  not  adopted  the  n^ 
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remedy;  that  the  Court  of  Exchequer  had  no  power  to  order 
payments  out  of  the  treasury ;  and  that  the  claimants  ought  to 
have  petitioned  the  King  himself.  The  assistant  Judges  having 
thus  all  delivered  their  opinions,  the  case  remained  for  the  final 
judgment  of  Lord  Somers.  It  is  one  of  the  most  famous  cases  in 
Westminster  Hall.  The  Lord  Keeper  is  said  to  have  expended 
several  hundred  iK)uuds  in  collecting  books  and  pamphlets  for  his 
judgment.  He  carefully  abstained  from  pronouncing  any  opinion 
as  to  whether  the  grant  was  good,  and  bound  the  Crown ;  but, 
after  goiug  over  all  the  precedents  with  extraordinary  care  and 
minuteuess,  and  reviewing  the  history  and  powers  of  the  Court 
of  Exchequer,  he  held  that  the  petitioners  had  adopted  a  wrong 
remedy,  and  that  the  Court  had  no  power  to  order  payment  as  it 
had  done.  It  was  doubtful  whether  the  Keeper  of  the  Great  Seal 
had  power  to  give  the  judgment  of  the  Court  against  the  opinion 
of  the  majority  of  the  assisting  Judges.  Three  Judges  held  that 
he  had  not  this  power,  but  seven  held  that  he  had ;  he  accordingly 
reversed  the  judgment  of  the  Court  of  Exchequer. 

19.  Under  such  circumstances,  it  was  scandalous  and  dis- 
graceful in  the  Crown  to  contest  the  matter  any  longer.  Every 
one  affirmed  the  case ;  the  objection  was  purely  technical.  The 
claimants  appealed  to  the  House  of  Lords ;  the  Crown  persisted  in 
a  strenuous  and  disgraceful  oi)po8ition,  but,  on  the  2ord  January, 
1700,  the  Lords  finally  gave  judgment  in  favour  of  the  bankers, 
and  reversed  the  judgment  of  Lord  Somers.  One  would  have 
thought  that  after  such  aggravated  wrong  and  injustice,  the 
Parliament  would  have  hastened  to  repair  the  injury  done  to 
these  unfortunate  men.  But  the  strangest  part  of  the  case  is  yet 
to  come.  The  judgment  of  the  Court  clearly  established  their 
right  to  all  arrears  of  interest ;  but  they  were  not  paid  one 
farthing  of  it.  An  Act  was  passed  in  1700,  that  after  the  26th 
December,  1701,  the  hereditary  excise  should  be  charged  with 
interest  at  the  rate  of  8  per  cent,  on  the  principal,  until  payment 
was  made  of  one-half  of  the  debt.  Thus  ended  this  monstrous 
iniquity.  The  princi[)al  never  was  repaid,  but  wiis  afterwards 
consolidated  with  the  South  Sea  Annuities,  and  still  forms  part 
of  the  National  Debt.  It  has  been  calculated  that  the  loss  to 
the  bankei*s  and  their  creditors,  from  arrears  of  interest  and 
retention   of  the   principal,   was   nearly  three    millions,    to  say 
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nothing  of   the  frightfiil  expenses  of   snch    protracted    litiga- 
tion. 

20.  Notwithstanding  the  political  agitation  of  the  period,  and 
the  vice  and  extravagance  of  the  Court,  the  nation,  from  the  sheer 
force  of  its  energy,  continued  to  thrive  and  progress  as  soon  as  it 
attained  a  tolerably  settled  condition,  but  the  want  of  an  adequate 
supply  of  circulating  medium  was  felt  severely  to  cramp  the 
operations  of  trade,  and  many  persons  who  understood  the  great 
benefits  which  foreign  countries  derived  from  the  establishment 
of  banks  attempted  to  induce  the  Government  to  erect  similar 
institutions.  A  great  number  of  projects  were  started  in  print, 
some  of  particularly  magnificent  dimensions,  but,  as  none  of 
them  came  to  anything,  we  need  not  be  delayed  by  them  any 
further. 

21.  The  troubled,  but  glorious  era  of  1688,  not  only  destroyed 
public  credit,  but,  as  was  natural,  diminished  the  productiveness 
of  the  taxes,  and  the  new  Goveniment  were  obliged  to  purchase 
popularity  by  abolishing  the  hearth  tax.  The  tonnage  and 
poundage,  which  in  the  reign  of  James  II.  produced  £600,000, 
fell  in  1693  to  £286,687,  and,  notwithstanding  some  additional 
taxes  were  laid  on,  the  whole  revenue  in  1693,  was  £1,510,318. 
Such  an  income  was  wholly  inadequate  to  sustain  the  feeble  and 
unsettled  Government,  and  the  most  extensive  frauds  and  robberies 
prevailed  among  the  public  officers.  Some  of  these  frauds  were 
brought  to  light  and  the  offenders  punished ;  but,  though  com- 
missioners were  appointed  for  the  purpose  of  discovering  the 
defaulters,  the  Commons  resolved  in  1701 — "That  it  was  notori- 
ous that  many  millions  of  money  had  been  given  to  his  Majesty 
for  the  service  of  the  public,  which  remain  yet  unaccounted  for." 
It  was  alleged,  that  in  five  years,  the  almost  incredible  sum  of 
nearly  eleven  millions  was  thus  embezzled. 

22.  The  chief  object  which  tempted  William's  ambition  to 
obtain  the  Crown  of  England,  was  to  head  the  great  European 
alliance  against  the  overwhelming  power  of  France.  No  sooner 
was  the  King  pretty  firm  on  his  throne  than  he  persuaded  the 
Parliament  to  agree  to  a  war  with  their  ancient  enemies.  The 
Parliament  was  eager  for  the  war  and  readily  voted  supplies,  but 
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they  were  scarce,  and  diflScult  tx)  be  got.  The  (Jovemment^  at 
first,  attempted  to  persevere  in  the  old  plan  of  mortgaging  the 
grants  to  ie  voted  by  Parliament.  Their  attempts,  however, 
were  not  very  successful;  and,  in  1690,  Parliament  began  tiie 
system  of  allowing  money  to  be  raised  on  short  annuities,  which 
was  attended  with  good  success.  The  increasing  expense  of  the 
war,  however,  rendered  this  plan  too  burdensome,  and  in  1692  a 
plan  was  brought  forward  for  raising  duties  for  the  space  of  99 
years,  to  pay  the  interest  of  an  intended  loan  of  £1,000,000  upon 
a  tontine  scheme.  The  subscribers  were  to  receive  10  per  cent, 
till  1700,  and  after  that  £7,000  per  annum  was  to  be  divided 
among  the  survivors  till  their  number  was  reduced  to  seven,  when, 
upon  the  death  of  each,  his  annuity  was  to  lapse  to  the  Crown. 
So  low  was  the  credit  of  the  Government  that  only  £108,100  was 
obtained  on  these  tempting  terms,  and  a  clause  was  introduced  by 
which  the  subscribers  might  obtain  14  per  cent,  upon  any  life 
they  chose  to  nominate.  But  even  these  two  schemes  produced 
only  £881,493. 

23.  All  these  devices,  however,  failed  in  producing  an 
adequate  supply  of  money  to  support  the  war,  which  languished 
in  consequence.  The  fatal  proceedings  of  Cliarles  II.  seem  to 
have  ruined  the  bankers,  or,  at  least,  to  have  deterred  them  from 
making  advances  to  Government  in  their  former  style.  The 
Government  were  obliged  to  revert  to  the  humiliating  plan  of 
borrowing  from  every  one  in  the  city  they  could.  They  were 
obliged  to  solicit  the  Common  Council  of  London  for  so  small  a 
sum  as  £100,000,  and  if  they  granted  it,  the  Councilmen  had  to 
make  humble  suit  to  the  inhabitants  of  their  respective  wards, 
going  from  house  to  house  for  contributions,  and  for  these 
advances  they  had  to  pay,  in  premiums,  discount,  and  commission, 
from  80  to  40  per  cent. 

24.  The  unhappy  bankers,  and  their  assigns,  had,  in  despair 
of  having  their  rights  acknowledged  by  the  Crown  voluntarily, 
been  driven  into  a  court  of  law.  Some  of  them,  however,  en- 
deavoured to  come  to  an  agreement  with  the  Crown.  When  it 
tried  to  raise  money  by  way  of  perpetual  annuities  in  1691,  they 
thought  that  they  might  make  terms  for  themselves.  On  the  18th 
January,  1692,  their  proposal  was  submitted  to  the  House.    They 
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Baid  ihat  whereas  the  debt  due  to  the  bankers  and  their  assigns, 
was  above  £1,340,000  principal,  with  8|  years'  arrears  of  interest, 
at  6  per  cent,  at  Christmas,  1691,  thev  proposed  to  forego  all 
arrears  of  interest,  and  to  advance  a  sum  equal  to  their  principal, 
on  condition  that  interest  at  the  rate  of  6  per  cent,  should  be 
secured  to   them   by  Act   of  Parliament.     This  proposal  was 
subscribed  by  six  or  seven  gentlemen  whose  principal  money 
amounted  to  £29,378;  several  members  of  the  House,  whose 
principal  was  £5,400,  immediately  declared  their  willingness  to 
accept  the  same  proposals.  They  believed  that  most  of  the  others 
interested  would  come  into  the  same  arrangement.     After  a 
few  days'  delay,  persons  whose  principal  amounted  to   £39,775 
came  into  the  proposal.    Those  who  agreed  to  these  proposals 
were  chiefly  the  assigns  of  the  bankers  and  their  creditors.    The 
bankers  themselves  declined  to  join  in  the  arrangement,  for  fear 
it  might  prejudice  their  case  in  the  Exchequer.    When  the  Com- 
mittee who  brought  up  this  report  to  the  House  first  met,  a 
proposal  was  made  to  them>  that  certain  parties  were  ready  to 
subscribe  a  million,  on  condition  of  receiving  £65,000  a  year,  of 
which  £5,000  was  to  be  for  management,  and  the  rest  for  interest, 
and  that  their  bills  of  property  or  stock  should  have  a  forced 
currency,  or  be  made  legal  tender,  in  which  case  they  offered  to 
advance  £200,000  in  cash,  to  be  ready  as  a  bank  to  exchange  such 
current  bills  as  should  be  demanded  of  them,  to  give  them  credit, 
and  support  their  circulation,  and  that  they  should  receive  5  per 
cent,  on  that  sum.    This  scheme  was  devised  by  Mr.  William 
Paterson,  and    supported  by  several  wealthy  merchants  in  the 
city.    The  Committee  declined  to  receive  the  proposal  for  giving 
a  forced  currency  to  this  stock,  but  they  were  quite  willing  to 
receive  such  a  plan,  and  make  the  stock  transferable  at  pleasure. 
The  proposal  broke  off  upon  this  difference.    Paterson  and  some 
of  his  friends  were  willing  to  waive  the  forced  currency  of  the 
stock,  but  nothing  came  of  it.    Such  was  the  first  effort  of  Paterson 
to  found  a  National  Bank.    After  this  failure,  no  further  proposal 
was  made  till  the  begmning  of  1694,  when  the  increasing  public 
necessities  made  the  Ministry  attempt  to  start  another  such 
project.    They  sent  for  Paterson,  and  requested  him  to  organise 
another  plan.     His  second  project  was  to  raise  a  capital  of 
£2,000,000  at  7  per  cent,  interest.    His  influence  obtained  forty 
men  to  subscribe  £5,000  each,  as  a  fund  to  circulate  £1,000,000 
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at  8  per  cent.  The  Lords  of  the  Treasury,  however,  who  were 
acenstomed  to  allow  40  per  cent,  discount  on  tallies  at  8  per  cent, 
interest,  which  had  but  four  or  five  years  to  run,  could  not  be 
persuaded  that  persons  would  subscribe  at  par  to  a  fund  which 
bad  no  positive  determination.  This  plan  underwent  several 
modifications,  but  they  all  failed,  and  a  lottery  was  started  to 
supply  the  deficiency,  which  was  equally  abortive.  Not  dis-* 
oouraged  by  the  failure  of  all  these  attempts,  he  persevered,  and 
formed  another  project,  which  was  to  raise  and  circulate  £1,200,000 
upon  a  fund  of  £100,000  a-year.  Some  party  jealousy  came  at 
the  opportune  moment  to  assist  Paterson.  Mr.  Michael  Godfrey, 
brother  to  Sir  Edmundbury  Godfrey,  and  some  persons  who  were 
nettled  with  some  transactions  with  the  East  India  Company, 
now  took  Paterson  up,  and  in  effect  supplanted  him  ;  for,  though 
he  continued  to  advise  and  assist  in  the  direction  of  the  measure, 
Godfrey  stood  foremost  in  it,  and  was  considered  both  by  the 
ministers  and  the  Parliament  as  the  efficient  man,  on  whom  all 
depended,  and  to  whom  all  acknowledgments  were  to  be  paid. 

25.  This  scheme  at  last  succeeded ;  after  the  details  had  been 
settled  in  concert  with  the  Ministers,  it  was  brought  before  the 
Privy  Council,  and  long  and  anxiously  discussed  in  the  presence 
of  the  Queen,  and,  at  last,  the  Statute,  1G94,  c.  20,  was  passed, 
by  which  the  Bank  of  England  was  established. 

26.  Few  things  can  be  more  surprising  than  that  a  system 
which  had  been  in  operation  for  centuries  in  Italy,  and  which 
had  conduced  so  much  to  the  stulnlity,  nay,  almost  to  the  exist- 
ence of  several  of  the  Italian  Governments,  had  not  been  thought 
of  HI  England  before  this  time.  Such,  however,  was  the  case. 
Before  the  Bank  of  England  there  is  no  instance  of  any  but  a 
commercial  State  having  adopted  such  a  measure.  Perhaps  it 
was,  that  in  no  State  but  a  commercial  one  was  there  to  be  found 
such  a  degree  of  monetary  honour,  as  to  induce  people  to  lend 
their  funds  upon  perpetual  annuities  upon  the  security  of  the 
Royal  word.  The  debt  created  by  the  establishment  of  the  Bank 
of  England  was  the  first  attempt  in  England  to  raise  money  by 
way  of  perpetual  annuities,  and  it  did  not  take  place  until  the 
chief  power  in  the  State  had  finally  passed  away  from  the  Crown 
to  the  Parliament.     Only  thirteen  years  after  the  revolution,  the 
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King,  in  his  speech  to  Parliament,  80th  December^  1701,  presses 
the  House  of  Commons  to  take  care  of  the  public  credit,  **  which," 
he  says,  '*  cannot  be  preserved  but  by  keeping  sacred  that  maxim, 
that  they  shall  never  be  losers  who  trust  to  a  parliamentary 
security."  How  different  from  the  sentiments  of  preceding 
monarchs ! 

27.  The  Act,  Statute  1694,  c.  20,  incorporating  the  Bank  of 
England,  received  the  Royal  assent  on  the  25th  April,  1694,  and 
its  chief  provisions  are  as  follows — 

1.  After  providing  for  raising  certain  taxes  mentioned  in  the 
Act,  it  directed  that  the  sum  of  £100,000  a-year  should  be  ap- 
propriated to  the  encouragement  of  persons  making  a  voluntary 
loan  of  £1,200,000  for  the  purpose  of  carrying  on  the  war  with 
France,  in  the  following  manner — 

2.  The  Crown  might  appoint  commissioners  to  receive  sub- 
scriptions for  the  sum  of  £1,200,000,  before  the  1st  August,  1694, 
from  any  person,  native  or  foreign,  bodies  pohtic  or  corporate, 
to  be  paid  into  the  Exchequer,  and  the  said  sum  of  £100,000  per 
annum  was  set  apart  to  be  paid  to  the  use  of  the  subscribers, 
their  heirs,  successors,  or  assigns. 

3.  The  Crown  was  empowered  to  authorise,  by  letters  patent, 
the  subscribers  to  the  loan  to  assign  and  transfer  their  stock  and 
interest,  and  to  prescribe  the  manner  of  doing  so,  and  to  erect 
them  into  a  corporation,  to  be  called  the  Governor  and  Company 
of  the  Bank  of  England,  with  all  the  usual  privileges  of  a  corpo- 
ration, together  with  the  power  to  acquire  and  hold  lands,  rents, 
tenements,  and  hereditaments  of  all  descriptions,  in  as  fcdl  a 
manner  as  any  private  individual,  subject  to  a  proviso  of  re- 
demption. 

4.  That  in  case  the  whole  sum  of  £1,200,000  should  not  bo 
paid  into  the  Exchequer  by  the  1st  January,  161)5,  then  the  pay- 
ment to  the  subscribers  should  only  be  at  the  rate  of  5  per  cent, 
on  the  sum  advanced ;  and  that  at  any  time  after  the  1st  August, 
1705,  upon  Parliament  giving  twelve  months'  notice,  and  repay' 
ing  the  whole  of  the  debt  due,  the  Corporation  should  cease  and 
determine. 

5.  No  single  person  was  to  subscribe  more  than  £20,000,  and 
one-fourth  was  to  be  paid  down  at  the  time  of  subscription,  and 
the  remainder  before  the  1st  January,  1695 ;  in  case  of  noa- 
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payment  of  the  remainder,  the  first  instahnent  to  be  forfeited  to 
the  Grown. 

6.  Unless  at  least  one-half  the  capital  was  subscribed  befcnre 
the  1st  of  Angost,  the  subscribers  were  not  to  be  made  a  corpo- 
ration, but  those  who  had  subscribed  might  transfer  their  stock 
annuities  as  individual  creditors  of  the  Crown. 

7.  The  corporation  was  strictly  forbidden  to  borrow  or  give 
security  by  bill,  bond,  covenant,  or  agreement  under  their  com- 
mon seal,  for  any  sums  exceeding  £1,200,000,  except  they  were 
allowed  to  do  so  by  Act  of  Parliament.  In  case  they  exceeded 
this  limit,  the  proprietors  were  to  be  liable  in  their  private 
capacities. 

8.  The  corporation  were  allowed  to  deal  in  bills  of  exchange, 
to  buy  or  sell  bullion,  gold,  and  silver,  to  lend  money  on  the 
security  of  goods  and  wares,  and  merchandise,  and  if  the  loan 
was  not  repaid  within  three  months  of  the  time  agreed  npon,  to 
sell  such  goods;  and  to  sell  goods,  the  produce  of  their  own 
lands. 

9.  But  they  were  strictly  forbidden,  either  directly  or  in- 
directly, to  d^  or  trade,  or  to  permit  any  one  on  their  behalf 
to  deal  or  trade,  with  any  of  the  money,  stock,  or  effects  of  the 
corporation,  in  buying  or  selling  any  goods,  wares,  or  merchan- 
dise, under  the  penalty  of  forfeiting  treble  the  value  of  the  goods 
to  any  common  informer. 

10.  All  the  bills  obligatory,  and  of  credit,  under  the  seal  of 
the  corporation  made  or  given  to  any  person,  might,  by  indorse- 
ment of  such  person,  be  freely  assigned  to  any  person  who 
should  voluntarily  accept  them,  and  so  by  such  assignees  foties 
quoties,  by  indorsement  thereon,  and  all  such  assignees  might 
sue  thereon  in  their  own  names. 

11.  That  if  the  corporation  should  purchase  any  Crown  lands, 
or  advance  any  money  to  the  Crown  whatever,  except  by  the 
special  permission  of  Parliament,  they  should  forfeit  treble  the 
value  of  all  snch  advances,  one-fifth  to  any  common  informer, 
and  the  remainder  to  the  public. 

12.  All  fines,  amerciaments,  and  judgments  recovered  against 
the  corporation  might  be  paid  by  the  officers  of  the  revenue,  out 
of  the  annuity  of  £100,000. 

In  pursuance  of  this  Act,  a  commission  to  receive  subscrip- 
tions was  nominated  on  the  15th  of  June,  the  whole  stock  was 
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BubBCffibed  for  in  10  days,  and  the  Charter  of  Incorporation  was 
iflsned  on  the  27th  Jalj. 

28.    This  great  experiment  was  regarded  with  some  doubt 
and  misgiying  even  by  its  zealous  supporters ;  they  feared  it  oould 
hardly  be  successful  with  so  moderate  an  interest  as  8  per  cent. 
But  several  very  numerous  classes  of  people  regarded  it  with  the 
utmost  detestation.     The  usurers,  whose  inordinate  gains  were 
checked,  were  filled  with  rage.    Some  said  that  it  would  become 
a  gigantic  monopoly,  engross  all  the  money  in  the  Kingdom  to 
itself,  and  combine  with  the  King  to  set  up  a  despotism.    Some 
inveighed  against  its  granting  interest,  which  they  said  would 
draw  money  away  from  trade,  not  perceiving,  in  the  blindness  of 
their  passion,  that  if  the  Bank  allowed  interest  to  its  customers, 
it  must  advance  money  to  traders  to  make  it.     Some  became 
extremely  zealous  for  the  morals  of  the  nation,  which  were  to  be 
placed  in  imminent  peril  by  the  new  bank.    Some  pretended  to 
dislike  it  for  fear  it  should  disappoint  the  King  in  the  expected 
supplies.    The  domestic  enemies  of  the  Government  were  furious 
against  it,  because  they  saw  how  enormously  it  would  strengthen 
the  new  dynasty. 

29.    The  immense  benefit  which  accrued  to  the  State  by  the 
establishment  of  the  Bank  was  shown  by  the  increased  vigour 
with  which  the  war  was  carried  on.      The  army  assumed  the 
oflTensive,  and  in  July,  1695,  the  King  undertook  the  siege  of 
Namur.    At  this  time  Mr.  Michael  Godfrey,  the  Deputy-Gover- 
nor of  the  Bank,  went  over  to  Namur  to  arrange  with  the  King 
as  to  the  manner  in  which  the  money  for  the  use  of  the  army 
should  be  remitted.    In  the  last  days  of  July  he  ventured  too 
near  the  town  to  speak  to  the  King  during  a  heavy  cannonade, 
and  was  killed  at  his  side.     Previously  to  this  he  had  published 
a  pamphlet  on  the  subject  of  the  Bank,  which  is  of  great  his- 
torical importance  with  regard  to  the  Currency.    It  is  written  in 
a  strain  of  the  warmest  congratulation  upon  the  great  success  of 
the  experiment,  which  he  had  taken  so  leading  a  part  in  for- 
warding.   He  states  that,  whereas  in  the  beginning  of  1694,  the 
Government  tallies  were  at  a  discount  of  £25  to  £80  per  cent, 
in  addition  to  the  public  interest,  the  Bank  took  them  i^  par, 
and  from  the  former  heavy  discount  they  had  risen  to  a  premium. 
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■o  that  ihej  were  then  better  than  money,  beeanse  there  wis  7 
or  8  per  cent,  per  annnm  benefit  while  they  were  kept,  whidi 
never  could  have  been  done  without  the  Bank.    He  said  that 
those  who  lodged  their  money  at  the  Bank  had  it  as  much  at 
their  disposal  as  if  it  were  in  the  hands  of  the  goldsmiths^  or 
in  their  cash  chest,  and  he  certainly  countenances  an  accnsatioa 
which  is  constantly  brought  against  the  goldsmiths  in  contem- 
porary pamphlets  ;  for  he  says,  that  if  the  money  which  had  been 
lodged  with  them  for  four  or  five  years  past  had  been  deposited 
in  the  Bank,  it  would  have  prevented  it  from  being  so  scan- 
dalously clipped,  which  he  predicts  would  cost  the  nation  some 
day  a  million  and  a  half  or  two  millons  to  repair.     He  notes  it  m 
very  surprising  and  quite  unexampled,  that  after  the  nation  had 
been  at  war  for  six  years,  and  had  spent  £30,000,000,  besides 
great  quantities  of  bullion  being  exported  and  captured  by  the 
enemy,  that  there  had  been  so  great  a  fall  in  the  rate  of  interest 
instead  of  a  rise,  as  in  all  previous  wars,  which  was  entirely  due 
to  the  Bank,  and  he  predicted  that  it  would,  in  the  course  of  a  few 
years,  reduce  it  permanently  to  3  per  cent.     He  says  that,  within 
30  years  of  that  time,  the  public  had  lost  between  two  and  three 
millions  by  the  goldsmiths  and  sc-riveuers  breaking,  which  would 
not  have  hap[>eiied  if  tlie  Bank  had  Ix^eii  established.     He  says 
that  there  were  sorae  who  were  for  having  a  t'oived  currency  of 
bills  or  tallies,  thinking  that  they  might  pass  iis  well  as  bank  bills, 
but  they  do  not  cofuu/er  that  it  ii>  nothintj  makf.<  hmk  bi'/h  current, 
hut  only  because  all  those  who  desire  if  can  yo  irhf-n  th*\i/  iriU  and 
fetch  their  money  for  them;  and  to  force  anything  to  pass  in  pay- 
ment but  monev  would  soon  end  in  confusion.     lie  then  enters 
into  numerotLS  arguments  to  shew  that  any  attempt  at  a  forced 
currency  would  only  end  in  damagin^^  the  pubhc  credit.     He  says 
that  the  chief  reason  of  the  indignation  of  the  goldsmiths  at  the 
Bank  was  that  they  allowed  2d.  per  cent,  per  diem  on  their  bank 
bills,  which  drew  away  customers  from  them.     He  savs  that  the 
interest  allowed  to  the  holders  of  their  bills  amounted  to  £36,000 
per  annnm. 

30.  The  year  1694  is  remarkable  as  the  one  in  which  the  first 
of  those  sixKJulative  manias  occurred,  which  have,  on  different 
subsequent  occasions,  seized  upon  the  nation.  All  the  tricks,  all 
the  rogueries,  which  have  been  so  familiar  in  the  joint   stock 
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bubbles  of  later  years,  were  rife  at  that  time,  but  it  is  remarkable 
that  while,  in  later  times,  these  things  have  always  sprung  u^ 
when  there  was  a  greater  abundance  of  capital  than  usual,  in 
time  of  peace,  this  was  at  a  time  when  a  costly  war  had  beeii 
raging  for  several  years,  and  there  was  a  great  dearth  of  specie. 

31.  We  must  now  retrace  our  steps  a  little,  and  examine  the 
condition  of  the  Coinage,  which  is  necessary  to  understand  the 
subsequent  history  of  Banking ;  for  controversies  on  the  subject 
now  began  which  have  lasted  almost  till  our  own  times ;  if  indeed 
they  may  be  even  yet  considered  to  be  extinct. 

In  April,  1690,  the  great  scarcity  of  silver  coins  occasioned 
great  public  inconvenience.  The  goldsmiths  complained  to  the 
House  of  Conmions  that  they  had  ascertained  that  immense 
quantities  of  silver  bullion  and  dollars  had  been  exported.  That 
many  Jews  and  merchants  had  recently  bought  up  large  quan- 
tities of  silver  to  carry  out  of  the  kingdom,  and  had  given  three 
half-pence  per  ounce  above  its  regulated  value.  That  this  had 
encouraged  the  melting  down  of  much  plate  and  milled  money, 
whereby  for  six  months  past  no  bullion  had  been  brought  to  the 
Mint  to  be  coined.  The  House  appointed  a  Committee,  who 
verified  these  allegations.  It  was  shewn  that  the  profit  of  melting 
down  the  milled  money  for  exportation  was  above  £25  per  £1,000, 
and  that  the  Mint  price  of  silver  was  5s.  2d.  per  ounce,  but  it 
was  generally  sold  for  5s.  3^.  The  House,  in  consequence,  passed 
one  of  their  useless  laws  against  exporting  bullion. 

The  state  of  the  Coinage  now  became  every  day  more  dis- 
graceful. Quantities  of  base  and  counterfeit  coin  were  thrown 
into  circulation.  The  House  of  Commons  addressed  the  King  to 
abolish  the  right  of  private  coinage  of  half-pence  and  farthings. 
The  current  coins  had  been  for  many  years  clipped  and  adultera- 
ted, which  in  1694  reached  such  a  height,  that  the  silver  coins 
current  had  lost  nearly  half  their  value,  while  a  great  part  of  the 
current  money  was  only  iron,  brass,  or  copper  plated. 

As  this  state  of  matters  gave  rise  to  the  first  great  currency 
debate  of  modern  times,  and  brought  about  a  great  monetary 
crisis,  we  may  dwell  upon  it  rather  fully. 

During  1694,  the  silver  coinage  became  worse  daily,  and  by 
the  end  of  the  year,  guineas,  which  had  originally  been  coined 
to  represent  20s.,  gradually  rose,  till  they  reached  808.     The 
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exdmnge  with  HoUand  fell  25  per  cenu  and  ii  voG!d  hare  hSkm 
still  lower,  only  it  was  shewn  that  the  real  exchange  w:k  in  &Poar 
of  England.  The  exchange  with  Ireland  fell  so  msch  thtt  £70 
there  was  worth  £10<>  in  England. 

The  evils  of  dipping  the  coin  reached  so  great  a  hei^t  as  ihe 
end  of  ied4,  that  Mr.  Fleetwood,  the  Chapiain-fn-Oxdfnazj  k>  the 
King  and  Qaeen,  being  selected  to  pneach  before  the  Lord  Majv 
and  Aldermen  on  the  10th  December,  1694,  made  it  the  sabject 
of  his  sermon  on  the  text.  Gen.  xxiii.,  16.  In  an  adminhk 
sermon,  or  rather  politico-economical  discourse,  he  denovmoed  the 
frand  and  wickedness  of  clipping  and  debasing  the  coinage.  He 
said  (p.  19;,  that  the  money  was  clipped  down  nearly  one  haUl 
He  shewed  that  he  nndersuxxi  the  subject  a  gneat  deal  becser  chaa 
many  men  a  oentnnr  later.  He  shewed  that,  if  the  moaeT 
generally  were  clipped,  all  the  good  and  weighty  mooey  this 
remained  most  be  exported.  ^*  The  merchant  that  exports  more 
goods  from  home  than  he  imports  from  abroad,  most  unaToidably 
discharge  the  orerbalance  with  good  money  ;  this  he  can  ne^a*  dk> 
with  clipped,  for  it  is  not  Camrs  face  and  titles,  but  weight  and 
goodness  that  procure  credit.  And,  if  a  foreigner  import  moie  of 
his  country's  goods  than  he  carries  away  of  ours,  the  overbalance 
must  be  paid  in  weighiv  moutry,  for  the  clipped  will  i:o:  eo  abroji 
Now,  if  the  exportation  of  our  weijrhty  money  i  whi-.h  is  only  now 
the  milled;  be  a  mischief  to  a  naiiun,  we  see  it  is  occasioned 
chiefly  by  the  clipping.*' 

32.  The  disgraceful  state  of  the  coinage  could  no  longer  b-e 
overlooked  bv  Parliament.  On  the  ^th  of  Januarv,  10l>o.  a 
Committee  was  appointed  to  consider  the  subject.  At  this  time. 
Bars  the  Parliamentary  Historv,  Vol.  v.,  p.  ro."i : — "  The  ditfieultr 
lay  so  heavy  upon  the  Government,  that  a  stop  was  ahnost  pat  to 
trade  and  taxes.  The  current  silver  coin  had  for  raanv  vears 
begun  to  be  clipped  and  adnlterated  ;  and  the  mischief  of  late 
had  been  so  secretly  carried  on  by  a  combination  of  all  people 
concerned  in  the  receipt  of  money,  and  so  industriously  promoted 
by  the  enemies  of  the  Government,  that  all  piect'S  were  so  far 
diminished  and  debased,  as  that  five  pounds  in  silver  specie  was 
scarce  worth  40s.,  according  to  the  standard  ;  besides  an  infinite 
deal  of  iron,  brass,  or  copper  washed  over  or  plated."  The 
Committee  recommended  that  the  money  should  be  recoined  into 
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milled  money.  It  estimated  the  expense  at  one  million.  That 
the  new  money  shoald  be  of  the  same  weight  and  fineness  as  the 
old.  That  the  crown  piecse  shoald  be  current  at  5s.  6d.  That 
Tarioas  penalties  should  be  imposed  for  offences  against  the  coins. 
An  Act  was  passed,  statute  1695,  c.  17,  to  prevent  counterfeiting 
and  clipping  the  coin  of  the  kingdom.  This  statute  averred  that 
it  was  notorious  that  the-current  coin  had  been  greatly  diminished 
by  clipping,  rounding,  filing,  and  melting,  and  that  many  false 
and  counterfeit  coins  had  been  clipped,  for  the  better  disguising 
thereof,  and  that  these  practices  had  been  much  occasioned  by 
those  who  drove  a  trade  of  exchanging  broad  money  for  clipped 
money,  and  other  arts  and  devices.  It,  therefore,  prohibited  any 
person  from  exchanging,  lending,  selling,  borrowing,  buying, 
receiving,  or  paying  any  broad  or  undipped  silver  money  for 
more  in  tale,  benefit,  profit,  or  advantage  than  the  same  was 
coined  for,  and  ought  by  law  to  pass  for,  under  a  penalty  of  10s. 
for  every  20s.  so  illegally  trafficked  with.  It  also  enacted  that 
whoever  should  buy  or  sell,  or  knowingly  have  in  his  possession, 
any  clippings  or  filings  of  the  coin,  should  forfeit  them,  as  well 
as  a  penalty  of  £500,  and  be  branded  on  the  right  cheek  with  a 
hot  iron.  It  forbade  any  one  but  a  trading  goldsmith,  or  refiner 
of  silver,  to  buy  or  sell  bullion,  under  pain  of  imprisonment,  and 
enacted  numerous  other  vexatious  penalties  and  regulations 
respecting  the  export  of  bullion.  All  these  absurd  cruelties  were 
wholly  ineffectual,  and,  while  multitudes  of  miserable  wretches 
were  dangling  on  the  gibbets,  clipping  and  counterfeiting  were 
as  rife  as  ever.  Guineas,  which  had  originally  been  coined  to  be 
equal  to  20s.,  had  progressively  risen  as  the  silver  got  worse,  till 
at  this  time  they  were  current  at  80s.  of  the  base  trash,  which 
passed  by  the  name  of  silver  coin. 

The  frightful  disorder  of  the  currency  may  be  judged  of  by 
the  following  facts.  In  the  months  of  May,  June,  and  July, 
1695,  572  bags  of  silver  coin,  each  of  £100,  were  brought  into 
the  Exchequer,  whose  aggregate  weight,  according  to  the  stand- 
ard, ought  to  have  been  18,451  lbs.,  5  oz.,  16  dwts.,  8  grs. :  their 
actual  weight  was  9,480  lbs.,  11  ozs.,  5  dwts.,  making  a  deficiency 
of  8,970  lbs.,  7  ozs.,  11  dwts.,  8  grs.,  shewing  a  deficiency  in  the 
weight  of  the  current  coins  in  the  ratio  of  10  to  22.  One  writer 
says  (An  Essay  for  regulating  of  the  coin.  By  A.  F.,  Sept.  2, 
1695) — *'  Upon  trial  I  have  found  that  58.  of  milled  money  hath 
2  c 
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weighed  88.  of  the  present  emrent  money,  and  88.  of  the  88.  wa8 
not  clipped,  only  worn.  Again,  I  have  found  10s.  in  nulled 
money  to  weigh  2  Is.  of  the  clipped  money.  Again  20s.  of 
milled  money  to  weigh  48s.  of  our  now  current  money. 

'*  I  have  gone  to  several  goldsmiths  in  London,  and  have  got 
them  to  take  out  of  their  counters  a  bag  of  £100  as  came  to 
hand,  which,  upon  trial,  I  have  found  at  one  place  to  weigh — 

Os.  Dwt.  Or. 

A  bag  of  £100  280  13     6 

Another  place  £100  Weighed 222     0  15 

Another  place  198  17    0 

Another  place  190    0    0 

Another  place  182     8    0 

Another  place  174  11  20 

1,198    5  17 
"  The  £600  weighing  in  all  1,198  oz.,  5  dwts.,  17  grs.,  and  is 
no  more  than  what  £310  in  milled  money  will  weigh. 

"  I  am  informed  the  money  paid  into  the  Exchequer  doth 
weigh  from  15  (and  seldom  the  £100  reacheth)  to  20  lbs.  weight, 
BO  that  the  very  best  brought  in  there  doth  not  weigh  two-thirds 
of  what  it  ought  to  do,  and  the  money  paid  into  the  Exchequer 
is  supposed,  a  great  part  of  it,  to  come  from  the  country. 

"But,  as  it*8  believed  that  the  mouey  in  the  country  is 
generally  not  the  one-half  so  bad  as  it's  in  and  near  London,  I 
have  procured  an  account  to  be  sent  me  from  the  following 
cities,  from  whence  I  am  informed  that  £100  doth  weigh  on 
trial  of  tico  bags  in  each  place,  to  be  \\z, — 

In  the  City  of  Bristol,  one  bag  of  £100  weighed 

Another  weighed    

In  the   City  of  Cambridge,  a  bag  of  £100 

W  t^ic—Uv^U  •••         •••         ■••         •«•         •*•         •••         I 

Another  weighed 

In  the  City  of  Exon,  one  bag  of  £100  weighed 

Another  weighed 

In  the   City  of  Oxford,  £100  in  half-crowns 
w  eic^iiv'U       •*■      ••«      •••      *••      ■•*     ••«      «•• 

£100  in  shillings 

1,669     1  20 
"The  £800  weighing  no  more  than  £431  15s.  of  milled  money 
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xdll  weigh,  and  but  a  very  small  difference  between  the  weight 
of  the  money  in  London  and  the  country." 

This  disgraceful  state  of  the  money  gave  rise  to  the  greatest 
public  confusion  and  distress,  and  a  warm  controversy  arose 
whether  the  new  money  which  should  be  coined  should  be  of 
the  old  standard  in  weight,  fineness,  and  denomination,  or  whether 
it  should  be  depreciated,  or  raised  in  value,  as  it  was  absurdly 
called.  This  controversy  was  keenly  disputed  then,  and  we  may 
pay  some  considerable  attention  to  it,  because  it  was  revived 
under  another  form  116  years  later,  when  the  notes  of  the  Bank 
of  England  were  depreciated,  and  a  strong  party  maintained  that 
the  standard  of  the  coin  should  be  depreciated  to  the  level  of 
the  depreciated  notes. 

83.  We  shall  find  that  it  is  of  very  great  importance  to  fix 
the  exact  period  when  the  silver  coin  was  so  depreciated,  as  that 
guineas  passed  at  80s.  We  shall,  therefore,  make  some  extracts 
from  contemporary  pamphlets.  It  says,  in  one  published  in  1695 
{Some  Remarks  on  a  Report  containing  an  Essay  for  the  Amend" 
ment  of  the  Silver  Coins,  by  Mr,  W,  Loivndes,  London,  1695. 
Page  6),  after  speaking  of  the  gradual  deterioriation  of  the 
coinage — 

**And  so,  by  degrees,  as  the  silver  coin  was  diminished  and 
debased  in  itself,  so  it  fell  in  the  estimation  of  the  people,  and  in 
proportion  gold  advanced,  and  also  bulUon  (that  is  not  in  itself, 
but  in  proportion  to  the  bad  money),  not  that  bullion  became 
worth  6s.  5d.  an  ounce,  or  Gold  808.  a  Guinea  in  good  money, 
that  is,  in  weighty  standard  money,  but  in  clipped  and  counter- 
feit money,  whereof  6s.  5d.  was  not  of  the  true  nor  esteemed 
value  of  5s.  2d.  And,  as  we  ourselves  grew  sensible  of  the  want 
of  value  in  money  that  passed,  so  did  foreigners  likewise,  Ain> 
THE  Foreign  Exchanges  boon  altered  accordingly,  so  that 
it  cannot  properly  be  said  that  bulUon  is  advanced  much,  or  that 
gold  is  advanced  much,  or  commodities  are  advanced  much,  biU 
that  the  money  that  is  exchanged  for  them  is  of  much  less  value 
than  it  wasy  and  the  new  coining  of  our  money  will  not,  as  I 
apprehend,  alter  the  value  of  bullion,  gold,  <&c.,  but  it  will  bring 
silver  in  coin  to  ite  due  value." 

After  enforcing  and  illustrating  these  views  at  considerable 
length,  he  observes  that  Mr.  Lowndes  hoped  that  the  exchange 
2  c  2 
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with  Holland,  which  was  then  25  per  cent,  against  England, 
might  be  prevented  falling  lower,  and  says,  page  16 — 

"If  guineas  continue  current  at  80s.  a  piece,  the  exchange 
will  continue  about  the  rate  it  does,  except  the  common  and  ordi- 
nary variation,  which  many  sudden  drafts  and  remittances 
occasion  ;  and  if  guineas  fully  the  exchange  mil  rise  in  proportion; 

AND  IF  THE  SILVER  COIN  IS  REDRESSED  GUINEAS  WILL  FALL,  and 

there  are  no  other  designs  whatsoever  can  effect  any  considerable 
alteration,  for  English  standard  silver  and  standard  gold  will 
always  be  of  the  same  value  in  Holland,  as  the  same  standard 
silver  and  gold  in  England,  within  2,  8,  4,  and  6  per  cent.,  or 
thereabouts,  and  that  difference  happens  according  to  present 
occasions,  and  the  charge  of  sending  it  from  one  place  to  another, 
and  the  exchange  to  Holland  and  other  places  always  govern 
accordingly." 

Again,  page  19 — 

"  It  is  not  the  exportation  of  the  silver  which  occasioned  the 
fall  in  the  exchange  between  Holland  and  here,  but  the  reason 
of  that  is  the  badness  of  our  silver  coin. 

Again,  page  20 — 

"  The  Balance  of  Trade  is  not  the  Cause  of  the  Great 
Fall  of  the  Exchange  for  Holland,  but  the  Debasing 
OF  OUR  Coin." 

And  he  repeatedly  declares,  that  the  only  way  to  set  matters 
right  was  to  reform  the  coinage.  He  also  says  that  it  was  his 
opinion  that  it  was  not  to  the  advantage  of  the  kingdom  to 
restrain  the  exportation  of  bullion,  or  indeed  of  money  itself,  to 
any  certain  quantity,  but  to  let  it  be  entirely  free. 

34.  We  have  already  seen  from  the  pamphlet  of  Mr.  Godfrey 
that,  in  the  spring  of  1695,  the  bank  was  in  high  credit.  His 
pamphlet  is  nothing  but  a  strain  of  congratulation  on  the  great 
success  that  had  attended  the  experiment.  Burnet  also  tells  us 
that  a  party  in  the  country,  who  were  moved  with  great  jealousy, 
formed  a  design  to  ruin  it  on  account  of  its  flourishing  credit. 
They  tried  what  could  be  done  to  shake  its  credit,  but  this 
attempt  was  rejected  with  indignation  by  both  Houses.  He  also 
tells  us,  at  the  same  period,  that  there  were  two  sets  of  coin,  one 
milled,  which  could  not  be  practised  upon,  the  other  not  so, 
which  was  clipped,  and  so  much  so  that  at  last  it  was  diminished 


GUINEAS  AT   30s.  389 

to  less  than  half  its  proper  weight.  When  this  had  gone  on  for 
some  tijlie,  the  King  was  advised  to  issue  a  proclamation  to 
make  it  current  by  weight  and  not  by  tale,  but  it  was  strongly 
opposed  in  the  Council.  The  badness  of  the  money  then  waa 
very  visible.  Guineas,  which  were  valued  at  218.  6d.  in  silver, 
rose  to  30s.,  that  is  to  say  30s.  sank  to  21s.  6d.  The  deterioriation 
became  still  worse,  and  later  in  the  summer  Lord  Somen  again 
proposed  in  the  Council  that  a  proclamation  should  be  issued  to 
make  coin  current  by  weight  and  not  by  tale.  The  King  was 
also  of  that  opinion,  but  the  rest  of  the  Council  were  unanimously 
against  it.  ''And  so/'  says  Burnet,  'Hhis  proposition  waa 
unanimously  laid  aside,  which  would  have  saved  the  nation  above 
a  million  of  money.  For  now  all  people  believed  that  the  Parlia- 
ment would  receive  the  clipped  money  in  its  tale,  clipping  went 
on,  and  became  more  visibly  scandalous  than  ever  it  had  been." 

85.  Mr.  William  Lowndes,  the  Secretary  to  the  Treasury,  wa» 
ordered  by  them  to  make  a  Report  on  tiie  subject  of  the  coin. 
This  he  did  in  A  Report  containing  an  Eisay  for  the  Amend- 
tnentofthe  Silver  Coin^.  London^  1695.  In  this  he  enters  into* 
a  long  and,  at  that  time,  valuable  investigation  of  the  history  of 
the  coinage,  and  its  successive  depreciations  in  weight  and 
fineness.  After  giving  the  date  of  every  Mint  indenture  for  four 
hundred  years,  he  says,  p.  56 — "By  the  careful  observing  of 
which  deduction  here  made,  from  the  indenture  of  the  Mint  for 
above  400  years  past  (many  of  which  are  yet  extant,  and  have 
been  seen  and  examined  by  me),  it  doth  evidently  appear  that  it 
hath  been  a  policy  constantly  practised  in  the  Mints  in  England 
(the  like  having  indeed  been  done  in  all  Foreign  Mints  bebnging 
to  other  Governments),  to  raise  the  value  of  the  coin  in  ita 
extrinsic  denomination  from  time  to  time,  as  any  exigence  or 
occasion  required ;  and  more  especially  to  encourage  the  bringing 
in  of  bullion  into  the  reahn  to  be  coined  (though  sometimes, 
when  the  desired  end  was  obtained,  the  value  has  been  suffered 
to  fall  again),  so  that,  in  the  whole  number  of  years  from  the  28th 
Edward  L  until  this  time,  the  extrinsic  value  or  denomination  oi 
the  silver  is  raised  in  about  a  triple  proportion.''  Here  we 
cannot  fail  to  observe  the  utter  confusion  of  idea  that  Mr.  Lowndes, 
and  too  many  after  his  time,  labour  under.  They  manifestly 
snppose  that,  by  raising  the  Nameoi  the  coin  they  raise  its  Value. 
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The  extiTDsic  ralne  of  the  coin  can  bj  no  possilHlitT  mem  anj* 
thing  else  but  the  quantitr  of  things  it  will  erchangefor.  '  And  Id 
call  the  quantitj  of  things  it  will  exchange  for  its  denmmnaimm  ii 
a  most  pitiable  confdsion  of  ideas.  Mr.  Lowndes  then  fiajs: — 
**  The  which  being  premises,  and  eTery  project  for  defaasiiig  the 
money  (by  the  reason  before  given;  being  rejected  as  dangefoas,  dis- 
honoorable,  and  needless,  it  remains  that  oar  nation  in  its  preaoit 
exigence,  mar  avail  itself,  bv  raising  the  valne  of  its  ooiiiB»  and 
this  may  be  effected  either  by  making  the  respective  pieces  called 
crowns,  half-crowns,  shillings,  and  to  be  lesser  in  weight,  or  bj 
oontinning  the  same  weight  or  bigness,  which  is  at  {Hesent,  in 
the  nnclipped  mone\^  and  ordaining  at  the  same  time  that  ereij 
BQch  piece  shall  be  cnrrent  at  a  higher  price  in  tale. 

"  But,  before  I  proceed  to  give  my  opinion  on  this  sabject,  it 
seems  necessary  for  me  to  assert  and  prove  an  hypothesis,  which 
is  this,  namely.  That  making  the  jnece^  Utf,  or  ordaining  the 
respective  pieces  {of  the  present  tceight)  to  be  current  at  a  higher 
rate,  may  equally  raise  t/ie  Value  of  Silver  in  our  CoinsJ* 

Mr.  Lowndes  then  enters  into  an  argument  to  prove  that 
sixty  pence  are  eqnal  to  seventy-five  pence — a  wild  goose  chase 
in  which  we  decline  to  follow  him. 

His  proposal  was,  then,  that  all  the  existing  miclipped  sihrer 
money  should  be  raised  in  denomination  to  68.  3d.  the  crown, 
and  other  coins  in  proportion,  so  that  the  shilling  would  pass  for 
fifteen  pence  instead  of  twelve.  That  new  coins  should  be  strode 
at  the  increased  denominations.  These  coins  he  proposed  to 
christen  by  new  names.  The  reasons  he  alleged  fcM-  this  proceed- 
ing are — ^^  1.  The  value  of  the  silver  in  the  coin  ought  to  be 
raised  to  the  foot  of  f>s.  3d.  in  every  crown,  because  the  price  of 
standard  silver  in  bullion  is  risen  (from  divers  necessary  and  un- 
necessary causes,  producing  at  length  a  great  scarcity  (hereof  in 
England)  to  6s.  5d.  an  ounce.  This  reason  (which  I  humUj 
conceive  will  appear  irrefragable)  is  grounded  chiefly  upon  a 
truth  so  apparent,  that  it  may  well  be  compared  to  an  axiom, 
even  in  mathematical  reasoning,  to  wit, — That  whensoever  the 
extrinsic  value  of  silver  in  the  coin  hath  been^  or  shall  be,  less 
than  the  price  of  silver  in  bullion,  the  coin  hath  been^  and  will  be, 
melted  down." 

He  then  enters  into  some  objections  against  this  proposal,  and 
says,  p.  76 — ^**That  every  thing  having  any  value  or  worth  what- 
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soever,  when  it  becomes  scarce,  grows  dear,  or  (which  is  the  same 
thing)  it  riseth  in  price,  and  consequently,  it  will  serve  to  pay 
more  debts,  or  it  will  buy  greater  quantities  of  other  goods  of 
value,  or  in  anything  else  it  will  go  further  than  it  did  before. 
That  silver  in  England  being  grown  scarce  as  aforesaid,  is  conse- 
quently grown  dearer.    That  it  is  risen  in  price  from  58.  2d.  to 
68.  5d.  an  ounce;  and,  by  daily  experience,  19  3-10  dwts.  in 
sterling  silver  (equal  to  the  weight  of  a  crown  piece)  in  England, 
doth  and  will  purchase  more  coined  money  than  5s.  by  tale 
(though  the  latter  be  delivered  hondfide  in  undipped  shillings^ 
or  in  a  good  bill),  and,  consequently,  doth  and  will  purchase  and 
acquire  more  goods,  or  necessaries,  or  pay  more  debts  in  England, 
or  (being  delivered  here)  it  fetches  more  money  in   any  foreign 
parts  by  way  of  exchange,  than  5s.  by  tale,  or  the  sixth  part  of  a 
guinea  by  tale,  or  goods  to  the  value  of  5s.  in  tale  only,  do  or  can 
fetch,  purchase,  or  acquire.    That  this  advanced  price  of  the 
silver  has  been  growing  for  some  time,  and  is  originally  caused 
by  the  balance,  excess,  or  difference  above  mentioned,  which 
naturally  and  rationally  produces  such  an  effect  ....    That 
the  raising  the  value  of  the  silver  in  our  coins  to  make  it  equal 
to  silver  in  mass,  can  in  no  sense  be  understood  to  be  a  cause  of 
making  silver  scarce.    That  there  can  never  be  proposed  any  just 
or  reasonable  foot  upon  which  the  coin  should  be  current,  save 
only  the  very  price  of  the  silver  thereof,  in  case  it  may  be  molten 
in  the  same  place  where  the  coins  are  made  current,  or  an  ex- 
trinsic denomination  very  near  that  price.    It  being  most  evident 
that  if  the  value  of  the  silver  in  the  coins  should  (by  any  extrinsic 
denomination)  be  raised  above  the  value  or  market  price  of  the 
same  silver  reduced  to  bullion,  the  subject  would  be  proportion- 
ably  injured  and  defrauded,  as  they  were  formerly  in  the  case  of 
the  base  moneys  coined  by  public  authority." 

He  then  says  the  value  of  the  silver  in  the  coin  ought  to  be 
raised,  to  encourage  the  bringing  of  bullion  to  the  Mint  to  be 
coined.  That  this  had  been  repeatedly  done  both  in  the  English 
and  Foreign  Mints.  That  raising  the  value  of  silver  in  coin 
would  increase  the  whole  species  in  tale,  and  thereby  make  it 
more  commensurate  to  the  need  for  it  for  carrying  on  the  common 
traffic  and  commerce  of  the  nation,  and  to  answer  the  payments 
on  the  numerous  contracts,  securities,  and  other  daily  occasions, 
requiring  a  large  supply  of  money  for  that  purpose. 
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He  says  that  at  that  time  guineas  passed  cnrrent  for  SOs. 

He  then  gives  some  details  of  the  state  of  the  coinage,  hj 
which  he  shewed  that  they  were  diminished  by  about  half  their 
usual  weight. 

We  have  said,  that  when  coins  were  struck  out  of  bullion,  that 
the  value,  or  purchasing  power  of  the  money  depended  upon  the 
actual  quantity  of  bullion  in  it,  and  not  at  all  on  the  name  of  the 
coin.  A  most  extraordinary  delusion,  however,  began  to  prevail 
in  early  times,  of  which  we  have  the  first  notice  in  Plutarch.  It 
was  this,  that  when  the  coins  were  once  called  and  recognised  by 
a  certain  name,  that  their  value  depended  upon  the  name,  and 
did  not  depend  upon  the  quantity  of  metal  in  them.  About  the 
end  of  the  17th  century  this  incredible  heresy  began  to  find 
adherents  in  this  country,  and  this  notion  long  infested  the 
notions  of  many  financiers,  and,  we  shall  see  hereafter,  was  stoutly 
maintained  by  the  Grovemment  party  in  the  great  currency 
debates  in  1811,  and  was  the  cause  of  great  mischief  to  this 
country. 

86.  The  extraordinary  doctrines  of  Lowndes  called  forth  a 
worthy  antagonist,  and  were  the  origin  of  some  of  his  most  ad- 
mirable writings,  and  they  are  of  so  much  importance  that  we 
shall  make  some  extracts  from  them,  as  there  is  no  doubt  that 
the  fallacies  he  combated  are  even  jet  not  entirely  eradicated. 

Locke  had  in  1601  published  a  treatise,  in  which  he  shewed  the 
utter  fallacy  of  interfering  with  the  rate  of  interest  by  law,  and 
combated  the  idea  that  was  then  becoming  prevalent,  that  the 
value,  as  it  was  called,  of  the  coin  should  be  raised  in  order  to 
keep  it  in  the  country.  He  shewed  that  the  persons  who  sup- 
ported such  a  plan  were  confounding  the  drnominafimi  with  the 
value,  its  name  with  the  purchasing  power,  and  that  all  such 
ideas  proceeded  from  a  confusion  of  terms,  and  would  have  no 
real  effect.  The  arguments  of  Locke,  though  by  no  means 
absolutely  novel,  had  never  been  put  before  so  luminously  and 
fully.  The  projx)sal  of  Lowndes,  coming  from  a  man  holding  his 
oflBcial  position,  demanded  a  prompt  notice  and  exposure.  This 
Locke  did,  in  Furihir  Consukratiotis  concerning  Raisma  '^ 
Value  of  Money,  in  which  he  exposed  the  fallacy  of  Lowndes's 
arguments — "  Raising  of  coin  is  but  a  specious  word  to  deceive 
the  unwary.     It  only  gives  the  usual  denomination  of  a  greater 
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quantity  of  silver  to  a  less  (v.  ^.,  calling  four  grains  of  silver  a 
penny  to-day,  when  five  grains  of  silver  made  a  penny  yesterday), 
but  adds  no  worth,  or  real  value,  to  the  silver  coin,  to  make 
amends  for  its  want  of  silver.  That  is  impossible  to  be  done,  for 
it  is  only  the  quantity  of  silver  in  it,  that  is,  and  eternally  will 
be,  the  measure  of  its  value,  and  to  convince  any  one  of  this,  I 
ask  whether  he  that  is  forced  to  receive  but  820  ounces  of  silver, 
under  the  denomination  of  £100  (for  400  ounces  of  silver  which 
he  lent  under  the  like  denomination  of  £100)  will  think  these 
820  ounces  of  silver,  however  denominated,  worth  those  400 
ounces  he  lent?  If  any  one  can  be  supposed  so  silly,  he  need  but 
go  to  the  next  market,  or  shop,  to  be  convinced  that  men  value 
not  money  by  the  denomination,  but  by  the  quantity  of  the  silver 
there  is  in  it.  One  may  as  rationally  hope  to  lengthen  a  foot,  by 
dividing  it  into  15  parts  instead  of  12,  and  calling  them  inches, 
as  to  increase  the  value  of  the  silver  that  is  in  a  shilling,  by 
dividing  it  into  15  parts  instead  of  12,  and  calling  them  pence. 
This  is  all  that  is  done  when  a  shilling  is  raised  from  12  to 
15  pence. 

"Clipping  of  money  is  raising  without  public  authority,  the 
same  denomination  remaining  to  the  piece,  that  hath  now  less 
silver  in  it  than  it  had  before. 

"Altering  the  standard,  by  coining  pieces  under  the  same  " 
denomination  with  less  silver  in  them  than  they  formerly  had, 
is  doing  the  same  thing  by  public  authority.  The  only  odds  is 
that,  by  clipping,  the  loss  is  not  forced  on  any  one  (for  nobody  is 
obliged  to  receive  clipped  money);  by  altering  the  standard 
it  is. 

**  Altering  the  standard  by  raising  the  money,  will  not  get  to 
the  public,  or  bring  to  the  Mint  to  be  coined,  one  ounce  of  silver; 
but  will  defraud  the  king,  the  church,  the  universities  and 
hospitals,  and  of  so  much  of  their  settled  revenue  as  the  money 
is  raised,  v.  g.,  twenty  per  cent,  of  the  money  (as  is  proposed), 
be  raised  one-fifth.  It  will  weaken,  if  not  totally  destroy,  the 
public  faith,  when  aU  that  have  trusted  the  public,  and  assisted 
our  present  necessities,  upon  Acts  of  Parliament,  in  the  million 
lottery.  Bank  Act,  and  other  loans,  should  be  defrauded  of  twenty 
per  cent,  of  what  those  Acts  of  Parliament  were  security  for. 
A  less  quantity  of  silver  has  a  less  value ;  and  an  equal  quantity 
an  equal  value. 
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*'  4.  That  money  differs  from  micoined  silver  only  in  thifl,  that 
the  quantity  of  silver  in  each  piece  of  money  is  ascertained  by 
the  stamp  it  bears ;  which  is  set  there  to  be  a  public  voucher  of 
its  weight  and  fineness. 

**  5.  That  gold  is  treasure,  as  well  as  silver,  because  it  decays 
not  in  keeping,  and  never  sinks  much  in  yalue. 

"  6.  That  gold  is  fit  to  be  coined,  as  well  as  silver ;  to  ascer- 
tain its  quantity  to  those  who  have  a  mind  to  traffic  in  it ;  but 
not  to  be  joined  with  silver  as  a  measure  of  commerce." 

Locke  then  examines  Lowndes's  doctrine,  that  the  value  (or 
denomination)  of  the  silver  coin  should  be  raised  to  6s.  3d.  the 
ounce,  because  the  price  of  standard  silver  had  risen  to  6s.  5d.  the 
ounce — 

*'  This  reason  seems  to  me  to  labour  under  several  mistakes ;  as 

"  1.  That  standard  silver  can  rise  in  respect  of  itself. 

"  2.  That  standard  bullion  is  now,  or  ever  was,  worth,  or  sold  to 
the  traders  in  it  for  6s.  5d.  the  ounce,  of  lawful  money  of  England. 
For,  if  that  matter  of  fact  holds  not  to  be  so,  that  an  ounce 
of  sterling  bullion  is  worth  6s.  5d.  of  our  milled  weighty  money, 
this  reason  ceases;  and  our  weighty  crown  pieces  ought  not  to  be 
raised  to  68.  3d.,  because  our  light  clipped  money  will  not  purchase 
an  ounce  of  standard  bullion,  under  the  rate  of  Gs.  5d.  of  that 
light  money.  And,  let  me  add  here,  nor  for  that  rate  neither. 
If,  therefore,  the  author  means  here,  that  an  ounce  of  standard 
silver  is  risen  to  Cs.  5d.  of  our  clipped  money,  I  grant  it  him, 
and  higher  too.  But,  then,  that  has  nothing  to  do  with  tlie 
raising  our  lawful  coin,  which  remains  undipped ;  unless  he  wiU 
say,  too,  that  standard  bullion  is  so  risen,  as  to  be  worth,  and 
actually  to  sell  for,  6s.  5d.  the  ounce  of  our  weighty  milled  money. 
This  I  not  only  deny,  but  further  add,  that  it  is  impossible  to  be 
so.  For  Gs.  5d.  of  milled  money  weighs  an  ounce  and  a  quarter 
near.  Can  it,  therefore,  be  possible  that  one  ounce  of  any  com- 
modity should  be  worth  an  ounce  and  a  quarter  of  the  self-same 
commodity,  and  of  exactly  the  same  goodness  ?  for  so  is  standard 
silver  to  standard  silver.  Indeed,  one  has  a  mark  upon  it  which 
the  other  has  not ;  but  it  is  a  mark  that  makes  it  rather  more 
than  less  valuable,  or,  if  the  mark,  by  hindering  its  exportation, 
makes  it  less  valuable  for  that  purpose,  the  melting  pot  can 
easily  take  it  off.    ...    . 

"  Those  who  say  bullion  is  risen,  I  desire  to  tell  me  what  they 
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mean  by  risen  ?  Any  commodity,  I  think,  is  properly  said  to  be 
risen,  when  the  same  quantity  will  exchange  for  a  greater  quantity 
of  another  thing  ;  but  more  particularly  of  that  thing,  which  is 
the  measure  of  commerce  in  the  country.  And  thus  corn  is  said 
to  be  risen  among  the  English  in  Virginia,  when  a  bushel  of  it 
will  sell  or  exchange  for  more  porinds  of  tobacco;  among  the 
Indians,  when  it  will  sell  for  more  yards  of  wampom  peak,  which 
is  their  money;  and  among  the  English  here,  when  it  will 
exchange  for  a  greater  quantity  of  silver  than  it  would  before. 
Bising  and  falling  of  commodities  are  always  between  several 
commodities  of  distinct  worths.  But  nobody  can  say  that  tobacco 
(of  the  same  goodness)  is  risen  in  respect  of  itself.  One  pound 
of  the  same  goodness  will  never  exchange  for  a  pound  and  a 
quarter  of  the  same  goodness.  And  so  it  is  in  silver:  an  ounce 
of  silver  will  always  be  of  equal  value  to  an  ounce  of  silver:  nor 
can  it  ever  rise  or  fall,  in  respect  of  itself :  an  ounce  of  standard 
silver  can  never  be  worth  an  ounce  and  a  quarter  of  standard 
silver :  nor  one  ounce  of  uncoined  silver  exchange  for  an  ounce 
and  a  quarter  of  coined  silver:  the  stamp  cannot  so  much  debase 
its  value.  Indeed,  the  stamp,  hindering  its  free  exportation,  may 
make  the  goldsmith  (who  profits  by  the  return  of  his  money) 
give  one  120th,  or  one  60th,  or  perhaps  sometimes  one  30th  more,, 
that  is  5s.  2^.,  58.  3d.  or  5s.  4d.  the  ounce  of  coined  silver  for 
uncoined,  when  there  is  need  of  sending  silver  beyond  seas ;  as 
there  always  is,  when  the  balance  of  trade  will  not  supply  our 
wants,  and  pay  our  debts  there.  But  much  beyond  this  the 
goldsmith  will  never  give  for  bullion,  since  he  can  make  it  out 
of  coined  money  at  a  cheaper  rate. 

*'  It  is  said  bullion  is  risen  to  6s.  5d.  the  ounce,  t.  «.,  that  an 
ounce  of  uncoined  silver  will  exchange  for  an  ounce  and  a  quarter 
of  coined  silver.  If  any  one  can  believe  this,  I  will  put  this  short 
case  to  him.  He  has  of  buUion,  or  standard  uncoined  silver,  two 
round  plates,  each  of  an  exact  size  and  weight  of  a  crown  piece: 
he  has  besides,  of  the  same  bullion,  a  round  plate  of  the  weight 
and  size  of  a  shilling,  and  another  yet  less,  of  an  exact  weight 
and  size  of  a  three-pence.  The  two  great  plates  being  of  equal 
weight  and  fineness,  I  suppose  he  will  allow  to  be  of  equal  value,, 
and  that  the  two  less,  joined  to  either  of  them,  make  it  one-fifth 
more  worth  than  the  other  is  by  itself,  they  having  all  three 
together  one-fifth  more  silver  in  them.    Let  us  suppose^  ihen^ 
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one  of  the  greater  and  the  two  ksB  plates  to  hare  received  the 
next  nKMDent  (by  miracle,  or  by  the  mfll,  it  matters  doc  how)  the 
mark,  or  stamp,  of  our  crown,  oar  shilling,  and  oar  three-pence : 
can  anybody  say,  that  now  they  have  got  the  stamp  of  oar  Mini 
npon  them,  they  are  so  fallen  in  valne,  or  the  other  anstamped 
piece  so  risen,  that  that  unstamped  piece,  which  a  moment  before 
was  worth  only  one  of  the  other  pieces,  is  now  worth  than  all 
three?  Whic^  is  to  say,  that  an  oanee  of  onocMned  silv^  ia  wcrik 
an  oanoe  and  a  quarter  of  coined.  This  is  what  men  would 
persuade  us,  when  they  say  that  bullicm  is  raised  to  66L5d.rol'lavfiil 
money)  the  ounce,  which  I  say  is  utterly  impossible.  Lei  os 
consider  this  a  little  further,  in  another  instance.  The  preseni 
milled  crown  pieces,  say  they,  will  not  exdiange  fix*  an  oanee  of 
bullion,  without  the  addition  of  a  shilling,  and  a  three-pence  of 
weighty  coin  added  to  it.  Coin  but  that  crown  (Mece  into  €&  dd^ 
and  then  say  it  will  boy  an  ounce  of  bullion,  or  eke  they  give  i^ 
their  reason  and  measure  of  raiang  the  money.  Do  thMi  which 
is  allowed  to  be  equivalent  to  coining  of  a  present  milled  crown- 
piece  into  6s.  3d.,  viz.,  call  it  75  pence,  and  then  also  it  most,  bj 
this  rule  of  raising,  buy  an  ounce  of  buUion.  If  this  be  ao,  this 
self-same  milled  crown-piece  will,  and  will  not,  exchange  lor  an 
ounce  of  bullion.  Call  it  sixty  pence  and  it  will  not :  the  veij 
next  moment  call  it  seventy-^Te  pence,  and  it  wilL  I  am  a&aid 
nobody  am  think  change  of  denomina:ion  has  such  powM"."* 

Locke  then  eoes  thronirh  each  of  Lowndes's  anruments  and 
proposals  one  by  one,  and  gives  them  such  a  refutation  as  would 
have  deligbioi  the  heart  of  CnilliiLgworth.  Among  other  things, 
he  says — ^"  It  is  true,  what  Mr.  Lowndes  obeerres  here,  the  im- 
portation of  gold,  and  the  going  of  guineas  at  3«^ig.,  has  been  a 
great  prejudice  and  loss  to  the  Kingdom.  But  that  has  been 
wboDy  owing  to  our  elipfied  money,  and  not  at  all  to  our  mooej 
being  coined  at  5?^  f  d.  the  ounce :  nor  is  the  coining  of  oar  money 
tighter  the  cure  of  it.  The  only  renaedy  for  that  mischief,  as  well 
as  a  great  many  others^  is  the  putdng  an  end  to  the  p*qaT^g  of 
dipped  money  by  tale,  as  if  it  were  lawful  coin." 

To  Lowndes's  doctrine,  that  raising  the  coin  by  making  it  more 
in  tale,  would  make  it  more  abnndant  for  eeneral  use,  Locke 
Bays — ^  Just  as  the  boy  est  his  leather  into  five  quarters  (as  he 
called  them )  to  cover  his  ball,  when  cut  into  four  quarters  it  fen 
short ;  buty  aftts*  all  his  pains^  as  much  of  his  ball  lay  bare  m 
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mean  by  risen  ?  Any  commodity,  I  think,  is  properly  said  to  be 
risen,  when  the  same  quantity  will  exchange  for  a  greater  quantity 
of  another  thing  ;  bat  more  particularly  of  that  thing,  which  is 
the  measure  of  commerce  in  the  country.  And  thus  corn  is  said 
to  be  risen  among  the  English  in  Virginia,  when  a  bushel  of  it 
will  sell  or  exchange  for  more  pounds  of  tobacco;  among  the 
Indians,  when  it  will  sell  for  more  yards  of  wampom  peak,  which 
is  their  money;  and  among  the  English  here,  when  it  will 
exchange  for  a  greater  quantity  of  silver  than  it  would  before. 
Rising  and  faUing  of  commodities  are  always  between  several 
commodities  of  distinct  worths.  But  nobody  can  say  that  tobacco 
(of  the  same  goodness)  is  risen  in  respect  of  itself.  One  ponnd 
of  the  same  goodness  will  never  exchange  for  a  ponnd  and  a 
quarter  of  the  same  goodness.  And  so  it  is  in  silver:  an  ounce 
of  silver  will  always  be  of  equal  value  to  an  ounce  of  silver:  nor 
can  it  ever  rise  or  fall,  in  respect  of  itself :  an  ounce  of  standard 
silver  can  never  be  worth  an  ounce  and  a  quarter  of  standard 
silver :  nor  one  ounce  of  uncoined  silver  exchange  for  an  ounce 
and  a  quarter  of  coined  silver:  the  stamp  cannot  so  much  debase 
its  value.  Indeed,  the  stamp,  hindering  its  free  exportation,  may 
make  the  goldsmith  (who  profits  by  the  return  of  his  money) 
give  one  120th,  or  one  60th,  or  perhaps  sometimes  one  30th  more^ 
that  is  5s.  2^.,  58.  3d.  or  5s.  4d.  the  ounce  of  coined  silver  for 
uncoined,  when  there  is  need  of  sending  silver  beyond  seas ;  as 
there  always  is,  when  the  balance  of  trade  will  not  supply  our 
wants,  and  pay  our  debts  there.  But  much  beyond  this  the 
goldsmith  will  never  give  for  bullion,  since  he  can  make  it  out 
of  coined  money  at  a  cheaper  rate. 

*'  It  is  said  bullion  is  risen  to  6s.  5d.  the  ounce,  t.  e.,  that  an 
ounce  of  uncoined  silver  will  exchange  for  an  ounce  and  a  quarter 
of  coined  silver.  If  any  one  can  beheve  this,  I  will  put  this  short 
case  to  him.  He  has  of  buUion,  or  standard  uncoined  silver,  two 
round  plates,  each  of  an  exact  size  and  weight  of  a  crown  piece: 
he  has  besides,  of  the  same  bullion,  a  round  plate  of  the  weight 
and  size  of  a  shilling,  and  another  yet  less,  of  an  exact  weight 
and  size  of  a  three-pence.  The  two  great  plates  being  of  equal 
weight  and  fineness,  I  suppose  he  will  allow  to  be  of  equal  valne^ 
and  that  the  two  less,  joined  to  either  of  them,  make  it  one-fifth 
more  worth  than  the  other  is  by  itself,  they  having  all  three 
together  one-fifth  more  silver  in  them.    Let  us  suppose^  tlien^ 
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• 

raising  the  denomination  anew,  and  we  are  where  we  were,  and 
80  on  ;  whereby,  supposing  the  denomination  raised  15-16,  every 
man  will  be  as  rich  with  an  ounce  of  silver  in  his  purse  as  he 
was  before  when  he  had  16  ounces  there,  and  in  as  great  plenty  of 
money,  able  to  carry  on  his  trade  without  bartering  his  silver, 
by  this  short  way  of  raising,  being  changed  into  the  value  of 
gold;  for,  when  silver  will  buy  16  times  as  much  wine,  oil, 
and  bread,  &c.,  to-day  as  it  would  yesterday  (all  other  things 
remaining  the  same  but  the  denomination),  it  hath  the  real 
worth  of  gold. 

^  This,  I  guess,  everybody  sees  cannot  be  so,  and  yet  this  must 
be  so,  if  it  be  true  that  raising  the  denomination  one-fifth  can 
supply  the  want,  or  one  jot  raise  the  value  of  silver  in  respect  of 
other  conmiodities,  i.  e,,  make  a  less  quantity  of  it  to-day,  buy  a 
greater  quantity  of  corn,  oil,  and  cloth,  and  all  other  commodities, 
than  it  would  yesterday,  and  thereby  remove  the  necessity  of 
bartering.  For,  if  raising  the  denomination  can  thus  raise  the 
value  of  coin  in  exchange  for  other  commodities,  one-fifth,  by 
the  same  reason  it  can  raise  it  two-fifths,  and,  afterwards,  three- 
fifths,  and  again,  if  need  be,  four-fifths,  and  as  much  further  as 
you  please.  So  that,  by  this  admirable  continuance  of  raising 
our  coin,  we  shall  be  rich,  and  as  well  able  to  support  the  charge 
of  the  GoYcrnment,  and  carry  on  our  trade  without  bartering,  or 
any  other  inconvenience  for  want  of  money,  with  60,000  ounces 
of  coined  silver  in  England,  as  if  we  had  six,  or  60  millions.  If 
this  be  not  so,  I  desire  any  one  to  show  me  why  the  same  way  of 
raising  the  denomination,  which  can  raise  the  value  of  money  in 
respect  of  other  commodities,  one-fifth,  cannot,  when  you  please 
raise  it  another  fifth,  and  so  on?  I  beg  to  be  told  where  it  must 
stop,  and  why  at  such  a  degree,  without  being  able  to  go 
further. 

"  It  must  be  here  taken  notice  of,  that  the  raising  I  speak  of 
here,  is  the  raising  of  the  value  of  our  coin  in  respect  of  other 
commodities  (as  I  call  it  all  along)  in  contradistinction  to  mising 
the  denomination.  The  confounding  of  these  in  discourses 
concerning  money,  is  one  great  cause,  I  suspect,  that  this  matter 
is  so  little  understood,  and  so  often  talked  of  with  so  little 
information  of  the  hearers. 

"  A  penny  is  a  denomination  no  more  belonging  to  eight  than 
to  eighty,  or  to  one  single  grain  of  silver:   and  so  it  is  not 
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necessary  that  there  shonld  be  60  snch  pence,  no  more  nor  less, 
in  an  ounce  of  silver,  t.  «.,  twelye  in  a  piece  called  a  shilling,  and 
sixty  in  a  piece  called  a  crown :  such  like  divisions,  being  only 
extrinsical  denominations,  are  everywhere  perfectly  arbitrary. 
For  here,  in  England,  there  might  as  well  have  been  twelve 
shillings  in  a  penny,  as  twelve  pence  in  a  shilling,  t.  0.,  the 
denomination  of  a  less  pence  might  have  been  a  shilling,  and  of 
the  bigger  a  penny.  Again,  the  shilling  might  have  been  coined 
ten  times  as  big  as  the  penny,  and  the  crown  ten  times  as  big 
as  the  shilling ;  whereby  the  shilling  would  have  but  tenpence  in 
it,  and  the  crown  a  hundred.  But  this,  however  ordered,  alters 
not  one  jot  the  value  of  the  ounce  of  silver,  in  respect  of  other  things, 
any  more  than  it  does  its  weight.  This  raising  being  but  giving 
of  names  at  pleasure  to  aliquot  parts  of  any  piece,  viz.,  that 
now  the  60th  part  of  an  ounce  of  silver  shall  be  called  a  penny, 
and  to-morrow  that  the  75th  part  of  an  ounce  shall  be  called  a 
penny,  may  be  done  with  what  increase  you  please.  And  thus 
it  may  be  ordered  by  a  proclamation,  that  a  shilling  shall  go  for 
twenty-four  pence,  and  half-crown  for  sixty  instead  of  thirty 
pence,  and  so  of  the  rest.  But  that  an  half-crown  should  be 
worth  or  contain  sixty  such  pence,  as  the  pence  were  before  the 
change  of  denomination  was  made,  that  no  power  on  earth  could 
do.  Nor  can  any  power  but  that  which  can  make  the  plenty  or 
scarcity  of  commodities,  raise  the  value  of  our  money  their 
double  in  respect  of  other  commodities,  and  make  that  same  piece 
or  quantity  of  silver,  under  a  double  denomination,  shall  purchase 
double  the  quantity  of  pepper,  wine,  or  lead,  an  instant  after  such 
proclamation,  to  what  it  would  do  an  instant  before.  If  this  could 
be,  we  might,  as  every  one  sees,  raise  silver  to  the  value  of  gold, 
and  make  ourselves  as  rich  as  we  pleased.  But  it  is  but  going 
to  market  with  an  ounce  of  silver,  of  one  hundred  and  twenty 
pence,  to  be  convinced  that  it  will  purchase  no  more  than  an 
ounce  of  silver  of  sixty  pence  ;  and  the  ringing  of  the  piece  wiD 
as  soon  purchase  more  commodities,  as  its  change  of  denomina- 
tion, and  the  multiplied  name  of  pence,  when  it  is  called  six 
score  instead  of  thirty." 

It  may,  perhaps,  appear  to  some  that  the  arguments  put  for- 
ward by  Locke,  are  so  simple  and  convincing,  that  it  is  almost  a 
waste  of  ingenuity  and  labour  to  dwell  on  them  at  snch  length. 
But,  unfortunately^  this  is  not  so.    The  confosion  of  idea  between 
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the  name  and  the  vahie  of  a  coin,  is  one  which  is  but  too  prevalent 
even  at  the  present  day.  It  seems  ahnost  incredible  that  an  able 
man  like  Mr.  Lowndes  could  perceive  that  debasing  the  standard 
of  the  coin,  by  putting  less  silver  and  more  alloy,  was  a  public 
fraud,  and  an  injury  to  all  creditors,  and  yet  that  he  should  be 
totally  incapable  of  perceiving  that  raising  the  denomination  of 
the  coin  was  exactly  the  same  thing  in  principle  as  debasing  the 
standard.  In  each  case  the  quantity  of  pure  silver  in  a  crown 
or  a  shilling  was  diminished.  Nevertheless,  this  fallacy  is  deeply 
seated  even  at  the  present  day.  It  was,  moreover,  exactly  the 
same  fallacy,  under  another  form,  which  blinded  and  deluded 
the  Bank  of  England,  the  Govenmient,  and  the  House  of  Com- 
mons, in  1811,  into  their  insane  vote  on  the  doctrine  of  the 
Bullion  Report,  that  the  Bank  Note  was  depreciated.  But,  alas ! 
instead  of  a  Montague  willing  to  learn  wisdom  from  the  counsels 
of  a  Locke,  there  was  only  a  Vansittart,  who  refused  to  Usten  to 
Homer  and  Canning,  and  we  are  still  smarting  for  his  infatuation. 

37.  And  so  it  went  on  till  Parliament  met  in  November,  1695. 
The  urgency  of  the  evil  caused  the  subject  to  be  taken  up  the 
very  first  thing  by  Parliament,  and  the  Commons  addressed  the 
Crown  to  issue  a  proclamation  to  name  a  day  when  the  currency 
of  the  clipped  money  should  absolutely  cease.  A  proclamation 
to  that  effect  was  accordingly  issued  on  the  1 9th  December,  but 
the  time  named  in  it  was  so  short,  that  it  threw  all  trade  into 
the  utmost  confusion.  People  refused  to  receive  the  old  money, 
for  fear  it  should  be  left  on  their  hands.  Evelyn  has  the 
following  entries  in  his  diary — "12th  Jan.,  1695-6. — Great  con- 
fusion and  distraction  by  reason  of  the  chpped  money,  and  the 
difficulty  found  in  reforming  it.  23rd  Jan. — They  now  began  to 
coin  new  money." 

88.  The  subject,  then,  of  reducing  guineas  to  their  original 
value,  was  taken  into  consideration.  A  Committee  was  ap- 
pointed to  take  into  consideration  the  price  of  guineas,  on  the 
18th  February,  1696.  Several  petitions  were  presented  on  the 
subject.^  The  graziers,  butchers,  and  others  connected  with 
Bmithfield  Market,  said  that  £40,000  a  week  passed  through 
their^||||||^fi)r  cattle,  which  for  twelve  months  past  has  been 

}  Oommon$  JoumaUt  Vol.  zi,  j).  445, 
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paid  in  gaineas  at  308.  a  piece,  for  want  of  current  Bilyer>  a  great 
part  of  which  they  had  still,  and  were  obliged  to  keep  by  them 
to  trade  with,  and  they  said  that  a  sudden  fall  would  ruin  them. 
The  merchants,  woollen  drapers,  and  other  traders,  stated  in 
their  petition,  that  commerce  was  brought  to  a  stand  by  reason 
of  the  uncertain  value  of  gold.  They  thought  that  a  gradual 
lowering  of  guineas  from  time  to  time  would  be  the  only  effectual 
means  to  remedy  the  evil,  and  prevent  the  loss  from  being  more 
severe  if  they  were  lowered  at  once.  A  third  petition,  from  divers 
merchants  and  others,  said — 

"  That  by  reason  of  the  badness  of  our  silver  coin,  some  men 
Lave  taken  occasion  to  raise  guineas  to  80&  a  piece,  which  being 
about  40  per  cent,  value  here  above  the  proportion  of  gold  to 
silver  in  any  other  part  of  Europe  hath  caused  the  bringing 
over  to  us  vast  quantities  of  gold,  causing  the  exchange  to  fall, 
and,  consequently,  the  carrying  out  of  our  silver  in  that  disad- 
vantageous proportion,  to  the  impoverishing  of  the  kingdom. 
That,  notwithstanding  the  care  taken  to  reform  the  silver  coin, 
yet  certjun  persons  continue  buying  and  selling  guineas,  being 
employed  therein,  as  they  believe,  by  persons  promoting  their 
private  gain,  whereby  they  are  still  kept  up  to  29s.  and  30s. ;  at 
which  rate  the  petitioners  are  forced  to  receive  them  for  debts, 
but  cannot  pay  them  so  to  the  King's  receipts,  or  upon  bills  of 
exchange,  so  that  they  are  necessitated  to  buy  silver  money 
with  their  guineas,  at  3,  4,  and  5  per  cent,  loss,  and  thereby 
contribute  to  the  gain  of  those  persons  who  kept  up  that  trade. 
That  at  this  time  great  quantities  of  gold  are  bought  up  and 
imported  hither  from  Holland,  where  four  of  our  milled  crowns 
and  two  weighty  shillings  will  purchase  a  guinea,  the  profit 
whereby  is  so  great,  that  if  some  speedy  stop  be  not  put  to  this 
pernicious  trade,  our  milled  money  will  be  melted  down  and 
carried  away  as  fast  as  it  can  be  coined." 

Other  petitions  to  the  same  effect,  and  corroborating  these 
facts,  were  also  presented. 

39.  It  was  then  carried  by  a  majority  of  1C4  to  129,  on  the 
15th  February,  1696,  that  guineas  should  be  lowered  to  28s.;  on 
the  28th  it  was  resolved,  by  a  majority  of  194  to  140,  that  after 
the  25th  March,  they  should  be  reduced  to  26s.,  and  on  the  10th 
April  to  22s.,  and  heavy  penalties  were  enacted  against  all  who 
2  D 
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shonld  deal  in  them  at  any  other  rate,  after  that  date.  It  was 
fiirther  ordered  that  the  clipped  money  should  be  receiyed  in  pay- 
ment of  taxes  till  the  4th  May,  in  advances  to  GoTemment  till 
the  1st  July,  and  after  the  1st  February,  1697,  should  absdutely 
cease  to  be  current.  At  this  time,  although  both  gold  and  silver 
were  legal  tender,  yet  the  silver  coin  was  considered  as  the 
standard  currency,  and  gold  only  subsidiary.  Debts  were 
considered  to  be  contracted  in  silver,  and,  when  this  great 
disarrangement  of  the  relative  value  of  gold  and  sQver  took 
place,  it  was  considered  as  a  great  public  grievance.  All  the 
heavier  pieces  were  culled  out,  and  sent  to  Holland,  where 
guineas  and  bullion  might  be  bought  for  22s.  which  passed  for 
80s.  in  England,  the  consequence  was  a  steady  drain  of  sflver 
from  England,  and  a  continued  influx  of  gold.  The  Act  of 
Charles  11.  gave  every  one  the  right  to  have  his  bullion  coined 
at  the  Mint  free  of  expense,  and  many  persons  had  availed 
themselves  of  this  privilege.  By  a  return  presented  to  tiie 
Commons,  it  appeared  that  since  Lady-day,  1 G95,  up  to  February, 
1696,  guineas  to  the  amount  of  £721,280  had  been  coined  for 
149  persons.  An  Act,  Statute  1696,  c.  13,  was  passed  to  take 
off  this  privilege,  and  to  prohibit  the  imjx)rtation  of  guineas  and 
half  guineas. 

40.  All  tliis  time  the  Bank  of  England  had  received  the 
degraded  coin  at  its  nominal  value.  Its  notes  were  payable  to 
bearer  on  demand.  As  Roon  as  the  new  coin  came  out  they 
were  boimd  to  pay  them  in  fnll-weighted  coin,  that  is,  for  every 
7  ounces  they  had  received,  they  were  bound  to  give  12.  Such 
a  state  of  things  could  have  but  one  result — an  immediate  ran 
upon  them  took  place.  Its  success  had  enraged  the  private 
bankers  and  money  dealers,  whose  profits  it  diminished.  All  its 
enemies  now  made  a  combined  effort  to  destroy  it.  They  col- 
lected its  notes  in  all  directions,  and,  on  the  5th  May,  1696,  they 
suddenly  presented  for  payment  £30,000  in  notes.  The  direc- 
tors, after  a  solemn  deliberation,  knowing  the  purpose  for  which 
these  notes  were  presented,  refused  payment  of  them,  but  con- 
tinued their  payments  to  their  ordinary  customers.  Their 
enemies  ran  about  crying  that  the  Bank  was  destroyed.  But 
the  public,  who  understood  the  transiiction,  received  their  notes 
at  fii'st  at  their  full  value.     But  the  extreme  scarcity  of  silver 
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Gontinningy  they  were  obliged  to  make  a  general  snspension. 
Thej  gave  notice  that  they  could  only  pay  10  per  cent,  on  their 
notes  once  a  fortnight,  and,  as  the  demand  continued,  they  were 
unable  to  preserve  even  that  payment,  and  a  short  time  later 
they  were  obliged  to  make  a  still  further  suspension,  by  paying 
3  per  cent,  every  three  months. 

41.  The  following  extracts  from  Evelyn's  diary  are  interest- 
ing and  important — 

"13th  May,  1696. — Money  still  continuing  exceedingly  scarce, 
80  that  none  was  paid  or  received,  but  was  all  on  trust,  the  Mint 
not  supplying  for  common  necessities. 

II th  June. — Want  of  current  money  to  carry  on  the  smallest 
concerns,  even  for  daily  provisions  in  the  markets.  Guineas 
lowered  to  228.  and  great  sums  daily  transported  to  Holland, 
where  it  yields  more,  and  other  treasure  sent  to  pay  the  armies, 
and  nothing  considerable  coined  of  the  new,  and  now  only  current 
stamp,  cause  such  a  scarcity  that  tumults  are  every  day  feared, 
nobody  paying  or  receiving  money.  Banks  and  lotteries  every 
day  set  up. 

"  26th  July. — So  little  money  in  the  nation  that  Exchequer 
tallies  on  the  best  fund  in  England,  the  Post  Office,  nobody 
would  take  at  30  per  cent,  discount. 

"3rd  August.— The  Bank  sending  the  £200,000  to  pay  th© 
army  in  Flanders,  that  done,  nothing  against  the  enemy  had  so 
exhausted  the  treasure  of  the  nation,  that  one  could  not  have 
borrowed  money  under  14  or  15  per  cent,  on  Bills  (i.  «.,  Bank  of 
England  Bills),  or  on  Exchequer  tallies  under  30  per  cent." 

42.  We  have  in  our  possession  a  rare  pamphlet  which  has 
the  unusual  and  fortunate  circumstance  of  bearing  on  it  the  day 
of  its  publication.  It  is  entitled  "An  Essay  on  the  Coin  and  Credit 
of  England,  as  they  stand  with  respect  to  its  Trade  ;  by  John 
Cary,  Merchant,  in  Bristol.  Bristol,  printed  by  Will.  Benny, 
and  sold  by  the  booksellers  of  London  and  Bristol.  October  the 
22nd,  1696."  It  would  have  been  fortunate  if  other  pamphleteers 
had  displayed  equal  forethought  for  the  benefit  of  posterity, 
when  exact  dates  are  of  such  importance.  This  pamphlet  con- 
tains statements  of  fact  of  the  first  importance  in  the  Theory  of 
the  Currency.    It  says,  p.  18 — 

2  D  2 
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"When  our  coin  was  corrupt  and  base,  all  Exchange  rose 
upon  us,  but  now  it  is  returned  to  its  ancient  standard,  Exchanos 
Returns  to  its  old  course  ;  not  that  the  standard  of  our  money 
is  always  the  exact  rule  of  our  exchange,  the  balance  of  our 
trade  often  causes  it  to  alter,  either  to  our  advantage,  or  to  our 
loss,  besides  the  charge  of  management,  but  this  is  little  in  com- 
parison with  the  other.  A  familiar  instance  we  have  in  the  case 
pf  Ireland,  wlwre,  whilst  our  coin  was  hose,  seventy  pounds  was 
worth  one  hundred  pounds  here,  which  was  in  some  measure 
proportionable  with  tiie  value  of  pieces  of  eight,  which  they 
took  in  Ireland  by  weight,  to  our  clipped  money,  and  also  to  our 
guineas  at  30s.  a  piece,  and  how  far  this  carried  the  trade  of 
England  into  that  Kingdom,  the  traders  to  the  West  Indies 
have  been  too  sensible,  hut^  sines  the  error  of  our  coin  hath  been 
corrected,  that  very  Exchange  is  so  much  varied  that  one 
hundred  pounds  here  is  worth  one  hundred  and  fifteen  pounds 
there. 

"  And  since  I  have  mentioned  guineas,  I  cannot  let  them  pass 
without  some  observations.  How  eager  was  the  contest  for 
keeping  them  up  to  that  exorbitant  value !  and  how  unwillingly  did 
the  money  changers,  and  those  whom  they  had  deceived,  yield 
to  tlie  alteration !  Whereas,  it  ?vas  ivell  known  tliat  the  reason 
tvhi/ gmncas  were  so  hvjh  was  the  'badness  of  aur  cain'^ 

This  is  a  conspicuous  and  decisive  instance  of  the  truth 
of  the  principles  in  the  chapter  on  Exchanges,  that  a  resto- 
ration of  the  coinage  alone  is  sufficient  to  bring  the  exchanges 
nearly  to  par.  We  then  observe  that,  although  at  that  time, 
the  coin  was  very  scarce,  yet  the  mere  fiict  of  the  resto- 
ration of  its  qualltij  had  brought  the  exchanges  to  par  in 
October,  1006.  AVe  must  now  inquire  what  the  state  of  Credit 
was  at  that  time,  or  the  price  of  Bank  notes  and  Exchequer 
tallies. 

43.  The  Bank  of  England  was  a  Whig  project,  and  had  been 
emiuentiy  successful  in  su})i)orting  the  Government  in  tlie  prose- 
cution of  the  war.  It  had  excited  the  warmest  feelings  of  joy 
and  congratulation  among  its  friends,  and  the  bitterest  feelings 
of  rage  and  indignation  among  its  enemies,  and  the  enemies  of 
the  Government.  It  was  not  endowed  with  any  monopoly  in  its 
favour  at  that  time.     The  Government  of  William  was  composed 
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of  a  mixture  of  Whigs  and  Tories.  The  Tories  determined  to 
get  up  a  rival  bank  on  a  much  larger  scale.  The  capital  was  ta 
be  £2,564,000  advanced  to  Government,  on  the  same  principle  as 
that  of  the  Bank  of  England,  bat  its  trading  capital,  notes,  &c., 
were  to  be  advanced  solely  to  landowners  for  the  cultivation  of 
the  land  at  three  per  cent.  It  was  therefore  called  a  Land  Bank. 
It  was  warmly  patronised  by  the  Tory  party.  The  origin  of  it 
is  variously  ascribed  to  a  Mr.  Brisco  and  to  Dr.  Hugh  Chamber- 
lain. The  Bank  of  England  and  all  its  friends,  of  course,  opposed 
it  with  all  the  power  they  could,  but  the  temptation  was  too 
great,  and  it  was  sanctioned  by  Act  of  Parliament  in  April,  1696. 
The  time  for  taking  subscriptions  was  limited,  in  the  like  .man- 
ner as  had  been  done  in  the  case  of  the  Bank  of  England.  When 
the  sabscriptions  opened,  the  Lords  of  the  Treasury  subscribed 
jE5,000  on  behalf  of  the  King,  but  the  other  subscriptions 
amounted  only  to  £2,100  when  the  time  came  for  its  closing.  It 
was,  therefore,  a  total  and  complete  failure.  The  finances  of  the 
State  were  in  the  utmost  disorder,  great  arrears  were  due  to 
every  branch  of  the  public  service,  some  funds  were  wholly 
deficient,  others  produced  much  lees  than  was  calculated.  In 
the  next  session  of  Parliament  the  amount  of  arrears  was 
ordered  to  be  laid  before  them,  and  it  amounted  to  the  frightful 
sum  of  £6,000,459 — more  than  all  the  current  coin  in  the 
kingdom  was  supposed  to  be.  Under  these  circumstances, 
when  Parliament  met  in  October,  1696,  Bank  notes  were  at  a 
discount  of  20  per  cent,  and  Exchequer  tallies  of  40,  50,  and 
60  per  cent.,  at  the  same  time  that  the  exchanges  were  restored 
to  par.  Every  one  foreboded  the  total  ruin  of  public  credit. 
The  enemies  of  England  rejoiced,  and  believed  that  it  was 
utterly  irretrievable,  and  that  the  great  European  alliance  against 
France  would  soon  be  dissolved. 

44.  Under  these  depressing  circumstances.  Parliament  met  on 
the  20th  October,  1696.  The  King  congratulated  the  House  on 
the  year  having  passed  away  without  any  disorder,  considering 
Uie  great  disappointment  in  the  funds  voted  at  their  last  meeting, 
and  the  difficulties  which  had  arisen  from  the  recoining  of  the 
money;  he  begged  them  to  find  out  some  expedient  for  tho 
recovery  of  credit,  which  was  absolutely  necessary,  not  only  with 
lespect  to  the  war,  but  for  carrying  on  trade.    The  Commooa 
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responded  with  noble  alacrity  to  the  desires  of  the  King ;  they 
immediately  passed  a  vote,  that  they  woald  not  alter  the 
standard  of  the  gold  and  silver,  in  fineness,  weight,  or  denomi- 
nation, and  that  they  wonld  make  good  all  the  deficiencies  on  the 
funds.  They  also  repealed  the  Bill  for  preventing  the  coining 
and  importation  of  goineas,  as  it  had  only  aggravated  the  pablic 
disorders. 

45.  When  the  Bank  of  England  was  subjected  to  the  mortifi- 
cation of  declaring  a  partial  suspension  of  payments,  it  en- 
deavoured to  retrieve  its  credit  by  making  two  calls  of  20  per 
cent,  each  upon  its  proprietors,  the  second  of  which  was  payable 
on  the  20th  November.  These  measures,  however,  did  not  effect 
their  purpose,  and  the  Parliament  had  to  take  in  hand  the  great 
business  of  restoring  the  credit  of  the  Bank  notes,  and  tiie 
Exchequer  tallies.  On  the  3rd  February,  1697,  Parliament 
agreed  to  increase  the  capital  stock  of  the  Bank,  by  receiving  new 
subscriptions,  which  were  to  be  made  good  In  tallies  and  Bank 
notes.  It  passed  an  Act  for  this  purpose,  Statute  1697,  c.  20. 
The  chief  provisions  were  as  follows — 

1.  All  persons,  natives  or  foreigners,  bodies  politic  or  corpo- 
rate, might  subscribe  to  the  new  stock,  and  the  subscriptions 
might  be  paid,  four-fifths  in  Exchequer  tallies  and  one-fifth  in 
Bank  notes,  upon  which  the  Crown  would  allow  8  per  cent. 

2.  Before  the  24th  July,  1697,  the  capital  stock  of  the  Bank 
was  to  be  estimated,  and  made  up  to  100  per  cent. ;  any  deficiency 
was  to  be  made  up  rateably  by  the  proprietors,  and  any  over|)lufi 
to  be  rateably  paid  back  to  them. 

3.  All  such  subscribers  were  to  be  incorporated  with  the 
proprietors  of  the  old  stock. 

4.  The  time  when  the  Crown  might  put  an  end  to  the  corpo- 
ration was  prolonged  to  twelve  months  after  the  1st  August, 
1710,  and  repayment  of  all  parliamentary  debts. 

5.  It  was  enacted,  that  during  the  continuance  of  the  Corpo- 
ration of  the  Governor  and  Company  of  the  Bank  of  England, 
no  other  Bank,  or  any  other  corporation,  society,  fellowship, 
company,  or  constitution,  in  the  nature  of  a  bank,  shall  be  erected, 
or  established,  permitted,  suffered,  countenanced,  or  allowed  by 
Act  of  Parliament,  within  this  kingdom. 

6.  The   Bank  were  allowed  to  extend  their  issues  of    notes 
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beyond  the  original  capital  of  £l9200y000>  to  the  amount  of  new 
capital  which  should  be  subscribed,  provided  that  they  were 
made  payable  to  bearer  on  demand;  and  in  case  they  made 
default  in  such  payment,  thay  might  be  paid  on  presentment 
at  the  Exchequer,  out  of  the  annuity  due  to  the  Bank.  All 
notes  above  the  sum  of  £1,200,000,  were  to  bear  a  distinguish- 
ing mark. 

7.  All  the  property  of  the  Bank  was  exempted  from  taxes. 

8.  Bank  Stock  was  to  be  personal  property,  and  not  real. 

9.  It  was  made  felony  to  foi^e  or  counterfeit  any  Bank  note 
or  obligation  under  the  Common  Seal,  or  altering  or  erasing  any 
indorsement  on  such  a  note  or  bill. 

10.  Bank  Stock  exempted  from  any  foreign  attachment. 

11.  The  debts  of  the  Corporation  forbidden  to  exceed  their 
capital  stock ;  if  they  did  so,  the  Members  were  liable  in  their 
private  capacity. 

12.  All  persons  were  forbidden  to  buy  or  sell  tallies  at  more 
than  the  legal  rate  of  interest,  under  the  penalty  of  forfeiting 
treble  the  value  of  the  money. 

46.  Such  were  the  measures  taken  to  restore  the  credit  of  the 
Bank,  and  we  observe  that  their  own  depreciated  notes,  were  taken 
in  payment  as  specie  at  their  ftdl  amount.  The  public,  however, 
were  still  grievously  suffering  for  want  of  a  circulating  medium 
during  the  stow  progress  of  the  re-coinage.  The  Bank  of  England 
did  not  issue  notes  below  £20,  which  were  of  little  use  for  the 
general  purposes  of  business.  The  Chancellor  of  the  Exchequer, 
Montague,  hit  upon  the  plan  of  issuing  bills  upon  the  Ex- 
chequer for  £5  and  £10.  These  bills,  at  first  passed  at  a 
small  discount,  but,  upon  the  second  issue  of  them,  £7  12s. 
interest  per  cent,  was  allowed,  and  they  were  received  in  pay- 
ment of  taxes  at  par.  They  soon  rose  to  par.  The  Treasury 
was  authorised  to  contract  with  any  persons  to  cash  these  Ex- 
chequer bills  on  presentment,  allowing  them  a  moderate  premium. 
They  were  allowed  10  per  cent,  at  first,  but  the  Exchequer 
bills  soon  rose  above  par,  and  then  the  interest  was  reduced 
to  4  per  cent.  Under  this  Act,  upwards  of  £2,000,000  of 
Exchequer  bills  were  issued. 

47,  The  new  subscriptions  to  the  Bank,  under  this  Act, 
amounted  to  £1,001,171  10s,;  two  hundred    thousand   pounds 
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worth  of  Bank  notes  and  eight  hundred  thousand  of  Ex- 
chequer tallies  being  taken  out  of  circulation,  and  received  at 
par  in  the  subscription,  raised  the  value  of  the  remainder, 
and,  in  the  course  of  the  year,  Bank  notes  which  bore  no 
interest  were  at  par,  and  the  bills  which  bore  interest  were 
at  a  premium. 

48.  IVTien  we  consider  the  unquestionable  services  the  Bank 
had  rendered  the  (Jovernment,  which  contributed  so  greatly  to 
the  success  of  the  war,  and  the  pacification  of  Ryswick,  and 
when  we  consider  the  terrific  state  of  pubHc  credit,  owing  very 
much  to  the  total  failure  of  the  Land  Bank,  we  need  not  be  sur- 
prised that  the  Bank  of  England  employed  those  circumstances 
for  the  puqx)se  of  securing  a  monopoly  to  themselves.  Nor, 
considering  the  ideas  of  that  age,  can  we  be  surprised  that  they 
received  it.  But,  neverth'eless,  making  allowances  for  all  these 
circumstances,  it  is  one  of  the  most  deplorable  acts  that  have 
come  down  to  our  time.  The  founders  and  contemporaries  of 
the  Bank  felt  the  benefit  of  its  eminent  services,  but  the  con- 
sequences of  this  original  sin  fell  with  terrific  force  on  their 
descendants  of  the  third  and  fourth  generation.  The  frightful 
convulsions  and  collapses  of  public  credit  which  have  taken  place 
during  the  last  three  quarters  of  a  century,  are  chiefly  due  to 
this  great  wrong,  and  violation  of  the  true  principles  of  trade. 
English  banking  has  never  recovered  its  fatal  effects  to  this  day, 
and  many  years  must  elapse  before  it  will  arrive  at  the  fonn  to 
which  it  is  gradually  tending,  and  which  it  would  naturally  have 
assumed,  if  its  development  had  been  left  free  to  the  skill  and 
experience  of  men  of  business. 

49.  We  have  felt  it  necessary  to  be  thus  minute  and  cir- 
cumstantial in  the  account  of  this  great  monetary  crisis, 
because  it  is  of  very  great  importance  in  the  Theory  of  the 
Currency,  and  because  it  has  been  very  prominently  noticed  iu 
the  Bullion  Report,  and  we  must  now  examine  the  account  of 
it  given  there. 

But  we  must  first  of  all  give  a  statement  of  the  Discount 
on  Bank  Notes  and  the  Rates  of  Exchanges  during  IGOG  and 
1697. 
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Statement  of  the  Discount  per  cent,  on  Bank  Notes. 


1696. 

£ 

B. 

1697.            £    B. 

1697. 

£      8. 

July    9 

....  16 

0 

Jan.  80....  19    0 

Aug.    8  • .  • . 

7    0 

n       16 

....     8 

0 

Feb.  18....  21    0 

,,      26.... 

8  10 

M      28 

....  10 

0 

„     20 24    0 

yi        ^%y .... 

2    0 

Aug.  S5 

....  16 

0 

Mar.  23....  23  10 

Sept.  18.... 

1    0 

Sept.  12 

....  17 

0 

April   8....  18    0 

Oct 

par 

Oct.   10 

• 

....  12 

0 

Blay  20....  18    0 

„      22 

....  18 

0 

June    5....  13    0 

,.      27 

....  14 

0 

„      17....  13    0 

Dec.  2C 

....  17 

0 

„      24 10    0 

Statement  of  Uie  Rates  on  the  London  Exchange 

during  1G95-1696. 


1695. 
April     23 

1696. 
January    24.... 

May     2 

July   19 

July  28 

September    29. 

October  6 ; 

November  6.... 

December    16. 


Amster- 
dam. 

Rotter- 
dam. 

• 

S 

O 

81-2 

31-4 

56-29 

310 

31-2 

60- 

301 

30-2 

64- 

29-3 

30*6 

66- 

38-7 

33-9 

68- 

86-5 

36-7 

64- 

36*8 

36-10 

53-2 

37-4 

37-6 

52-2 

37-8 

8710 

51- 

Ant- 
werp. 

Ham- 
burg. 

^ 

• 

% 

• 

« 

1 

80-11 

2911 

56-2 

56-1 

69- 

31- 

29*9 

600 

60- 

63- 

30- 

28*8 

60- 

61- 

61*2 

29- 

60- 

33- 

32*4 

53- 

58- 

54* 

36* 

35- 

48* 

49- 

51* 

35-7 

35-8 

48- 

49- 

87-2 

86-4 

47* 

48- 

49- 

37-8 

86-8 

46-2 

47. 

49- 

In  interpreting  this  table,  we  perceive  that  a  great  change  in 
the  figures  took  place  at  the  end  of  July,  1G9G.  Some  rise  very 
much,  others /a//.  The  fact  was,  that  it  was  at  this  period  that 
the  new  coinage  came  out  in  great  abundance.  This  rectified 
the  exchanges,  and  those  from  which  London  received  the  yari- 
able  price  would  of  course  rise :  those  to  which  London  gave  the 
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variable  price  would  of  conrse  fall:  as  explained  in  the  chapter 
on  Exchanges,  §  5.  These  figures  denote  the  Bates  of  Exchange 
as  paid  in  coin.  But  we  have  a  statement  of  the  difference 
between  the  Bates  of  Exchange  as  they  were  paid  in  coin,  or 
Bank  Notes,  during  the  winter  of  1696-97,  given  in  A  Collection 
for  the  Improv&rnent  of  Husbandry  and  Trade,  thus : — 


Axniterdam   

Botterdam 

Antwerp 

Hamburg  

Cadiz  

Madrid  

Leghorn 

Venice 

Disooimt  on  Bank  Notei 


Dee.  16, 1696. 
Money.  Bk.Note. 
87*8    ...  8119 
8710  ..*  Sl'lO 
87-8    ...  81-9 
86*8    ...  80*9 
46-2    ...  55- 
47*2    ...  67- 
61-2    ...  611 
49-      ...  68- 
16- 


Feb.  28, 1697. 
Money.  Bk.Note. 

86-8  ...  29- 

86-5  ...  29-2 

86-4  ...  29-2 

85-5  ...  28*2 

47-1  ...  58- 

48*  ...  58- 

52*  ...  64* 

49*  ...  60* 
21* 


Mar. 

MoAey. 

86-5 

86-7 

86*6 

85-9 

46*8 

47*8 

52* 

49* 

22- 


2, 1697. 
Bk.  Note. 
...  29^ 
...  29-4 
..  29*4 
...  28-2 
>..  58*2 
...  69*2 
...  68* 
...  61* 


Having  given  these  tables,  which  are  of  the  utmost  importance 
in  the  Theory  of  the  Currency,  and  to  which  we  shall  hereafter 
refer,  we  may  now  see  what  the  Bullion  Beport  states. 

It  says,  p.  17 — 

*'  The  experience  of  the  Bank  of  England  itself,  within  a  very 
short  period  of  its  first  establishment,  furnishes  a  very  instructive 
illustration  of  all  the  foregoing  principles  and  reasonings.  In 
this  instance,  the  effects  of  a  depreciation  of  the  coin  by  wear  and 
clipping  were  coupled  with  Uie  effect  of  an  excessive  issue  of  paper. 
The  Directors  of  the  Bank  of  England  did  not  at  once  attain  a 
very  accurate  knowledge  of  all  the  principles  by  which  such  an 
institution  must  be  conducted.  They  lent  money,  not  only  by 
discount,  but  upon  real  securities,  mortgages,  and  even  pledges  of 
commodities  not  perishable  ;  at  the  same  time,  the  Bank  contri- 
buted most  materially  to  the  service  of  Government  for  the  support 
of  the  army  on  the  continent.  By  the  liberality  of  those  loans 
to  private  individuals,  as  well  as  by  the  large  advances  to 
Government,  the  quantity  of  the  notes  became  excessive,  their 
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relative  value  was  depreciated,  and  they  fell  to  a  disoonnt  of  17 
per  cent.  At  this  time  there  appears  to  have  been  no  failore  of 
the  public  confidence  in  the  funds  of  the  Bank,  for  its  stock  sold 
for  £110  per  cent,  though  only  60  per  cent,  upon  the  subscriptions 
had  been  paid  in.  By  the  conjoint  effect  of  this  depreciation  of 
the  paper  of  the  Bank  ^m  excess,  and  of  the  depreciation  of  the 
silver  coin  from  wear  and  clipping,  the  price  of  gold  buUian  was 
so  much  raised  that  guifieas  were  as  high  as  SOs.,  all  that  remained 
of  good  silver  gradually  disappeared  from  circulation,  and  the 
exchange  with  Holland,  which  had  been  before  a  little  affected  by 
the  remittances  for  the  army,  sunk  as  low  as  25  per  cent,  under 
^  par,  when  the  Bank  notes  were  at  a  discount  of  17  per  cent. 
Several  expedients  were  tried,  both  by  Parliament  and  the  Bank, 
to  force  a  better  silver  coin  into  circulation,  and  to  reduce  the 
price  of  guineas,  but  without  effect.  At  length  the  true  remedies 
were  resorted  to ;  first,  by  a  new  coinage  of  silver,  which  restored 
that  part  of  the  currency  to  its  standard  value,  though  the  scarcity 
of  money  occasioned  by  calling  in  the  old  coin,  brought  the  Bank 
into  straights,  and  even  for  a  time  afifected  its  credit.  [Surely,  if 
Bank  notes  were  at  a  discount  of  17  per  cent,  be/ore  this,  its 
credit  was  affected.]  Secondly,  by  taking  out  of  the  circulation 
the  excess  of  Bank  notes.  In  proportion  to  the  amount  of  notes 
sunk  in  this  manner,  the  value  of  those  that  remained  in  circular 
tion  began  presently  to  rise ;  in  a  short  time  the  notes  were  at  par^ 
and  the  foreign  exchanges  nearly  so.  These  details  are  all  very 
fiilly  mentioned  in  authentic  tracts,  published  at  the  time,  and  the 
case  appears  to  your  Committee  to  afford  much  instruction  upon 
the  subject  of  their  present  inquiry." 

The  Report  refers,  in  a  marginal  note,  to  A  Short  Account  of 
the  Bank,  by  Mr.  Godfrey  ;  A  Short  History  of  the  last  Parlia- 
ment 1699,  by  Dr.  Drake. 

50.  On  examining  this  paragraph,  it  may  be  said  to  contain 
the  following  allegations — 

1.  That,  very  soon  after  the  foundation  of  the  Bank,  it  made 
excessive  issues  of  paper. 

2.  That,  in  consequence  of  these  excessive  issues,  and  while 
they  continued  to  pay  their  notes  in  specie  on  demand,  their 
notes  fell  to  17  per  cent,  discount. 

8.  That,  in  consequence  of  these  excessive  issues  of  paper  by 
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the  Bank,  and  the  depreciation  of  the  silver  coin  from  wear  and' 
clipping,  guineas  rose  to  SOs.  from  2l8.  6d.,  and  that  the  remain- 
ing good  silver  disappeared  from  circulation. 

4.  That  in  consequence  of  the  two  preceding  causes,  exchange 
with  Holland  rose  to  25  per  cent,  against  England. 

5.  That  many  attempts  were  made  by  the  Bank  and  Parlia- 
ment to  reduce  the  price  of  guineas,  and  force  a  better  silver 
coinage  into  circulation,  which  all  failed. 

6.  That  measures  were  at  length  resorted  to  of  calling  in  the 
old  silver  coinage,  and  re-issuing  it  at  full  weight,  and  taking 
the  excessive  issues  of  the  Bank  out  of  circulation,  which  were 
finally  successful,  restored  the  Bank  notes  to  par,  and  restored 
the  exchanges. 

The  Committee  ground  their  allegations  upon  Mr.  Godfrey's 
pamphlet  on  the  Bank,  and  Dr.  Drake's  History  of  the  last 
Parliament,  l&OD,  as  well  as  a  number  of  anonymous  pamphlets 
to  which  they  give  ua  no  clue  to  discover  their  names. 

51.  We  must  now  examine  each  of  these  propositioDfl 
separately. 

With  respect  to  the  first,  what  is,  or  what  ia  not  an  excessive 
issue,  is  a  matter  of  so  mucli  speculation  that  it  is  quite  impos- 
sible to  affirm  or  deny  it. 

With  respect  to  the  second  allegation,  there  is  not  only  no 
evidence  in  its  favour  in  the  pamphlets  quoted,  but  the  most 
overwhclmiug  evidence  against  it.  Mr.  Godfrey's  pamphlet  was 
written  in  1695,  when  the  credit  of  the  Bank  was  in  the  most 
flourishing  condition,  when  he  makes  this  credit  a  matter  of 
great  boast,  and  he  says  that  the  only  reason  why  the  credit  of 
the  Bank  notes  was  so  good,  was  that  their  holders  knew  that 
they  could  get  their  money  instantly  on  demnnd  for  them.  Mr. 
Godfrey  was  killed  at  Namur,  in  July,  1095,  and  Bank  notes 
were  not  at  a  discount  till  May,  1696. 

With  respect  to  the  third  allegation,  we  have  the  most  positive 
and  overwhelming  evidence  that  guineas  were  at  SOs.  in  the 
Spring  of  1695,  when  the  Credit  of  the  Bank  was  unimpeached 
and  its  notes  were  all  paid  instantly  on  demand. 

With  respect  to  the  fourth  allegation,  we  have  already  seen  that 
the  exchange  on  Holland  was  at  25  per  cent,  against  England  in 
1695,  nearly  one  year  before  Bank  notes  were  at  a  discount. 
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The  fifth  allegation  is  entirely  erroneons.  Parliament  made  no 
attempt  to  reduce  guineas  till  February,  1696,  when  the  silver  coin 
had  been  already  called  in. 

The  commencement  of  the  sixth  allegation  is  quite  wrong  in 
point  of  time.  It  is  an  unquestionable  fact,  testified  by  the  most 
conclusive  evidence^  that  it  was  the  scarcity  of  money  while  the 
old  was  called  in,  and  before  the  new  was  fully  in  circulation,  that 
caused  Bank  notes  to  fall  to  a  discount,  and  their  receiving  the  old 
coin  at  its  nominal  value,  and  binding  themselves  to  pay  in  the 
new.  We  have  read  a  considerable  number  of  pamphlets  of  that 
period,  and  they  all  with  one  voice  attribute  the  price  of  guineas, 
and  the  adverse  state  of  the  exchanges,  to  the  badness  of  the  coin 
and  to  that  only.  This  Report,  then,  is  not  borne  out  in  any  of 
these  statements  by  the  authorities  they  have  cited.  The  only  one 
in  which  they  are  correct,  is  that  the  new  subscriptions  in  Bank 
notes  and  tallies  raised  their  credit,  by  reducing  their  quantity, 
but  they  have  been  misled  by  Dr.  Drake  in  saying  that  the 
exchanges  began  to  recover  at  tiie  same  time.  Dr.  Dr^e,  being  a 
clergyman,  and  writing  some  years  after  the  event,  probably  did 
not  have  his  attention  directed  to  so  minute  a  point  as  the  exact 
date  when  the  exchanges  rose  to  par,  but  we  have  in  the  pamphlet 
already  quoted,  written  by  a  merchant,  and  dated  on  the  22nd  of 
October,  169G,  the  express  fact  stated  that  at  that  time  the 
exchanges  were  at  par,  in  consequence  of  the  good  coin  which  had 
been  issued,  whereas  bank  notes  were  still  at  a  heavy  discount  in 
June,  1697. 

52.  We  have  been  thus  minute  in  examining  the  circumstances 
of  this  great  monetary  crisis  because  we  shall  see  hereafter  that 
it  is  of  great  importance  in  establishing  the  true  Theory  of  the 
Currency.  We  have,  we  think,  shewn  by  the  most  conclusive 
evidence,  that  this  paragraph  in  the  Bullion  Report  is  full  of  the 
gravest  chronological  errors,  in  a  matter  in  which  minute  accu- 
racy of  dates  is  all  important. 

53.  There  was  one  circumstance  which  we  have  not  seen 
noticed  by  any  writer,  which  we  may  probably  suppose  contri- 
buted greatly  to  increase  the  discount  at  which  the  notes  were. 
There  were  none  at  that  time  under  £20,  and  notes  of  that 
amount  must  have  been  obviously  unfit  for  the  ordinary  purposes 
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of  trade.  The  great  want  was  small  change,  but  that  had 
ahnost  entirely  disappeared,  consequently,  when  the  holder  of 
one  of  these  notes  wanted  change,  he  mnst  have  made  a  mach 
greater  sacrifice  than  was  warranted  by  any  want  of  confidence 
in  the  Bank.  Under  these  circumstances  we  may  be  somewhat 
surprised  that  no  one  hit  upon  a  plan  which  would  certainly 
have  been  successful,  namely,  an  issue  of  £1  notes,  to  have 
suppUed  the  deficiency  until  a  sufficient  quantity  of  guineas  had 
been  coined  for  circulation. 

54.  The  issue  of  small  Exchequer  bills  was  entirely  successful, 
although  they  had  not  a  forced  currency.  The  great  cause  of 
the  mischief  to  the  Bank  was,  that  the  old  and  the  new  coin 
were  allowed  to  circulate  together,  which  all  experience  shewed 
would  inevitably  drive  all  the  new  coin  out  of  circulation.  And 
this  is  exactly  what  did  happen. 

"  While  the  hammered  money,  and  pieces  not  clipped  within 
the  ring,  were  permitted  to  pass,  for  the  present  necessity  of 
trade,  nobody  was  willing  to  make  payments  in  new  money, 
which  so  much  exceeded  the  old  in  intrinsic  worth.  And, 
therefore,  the  new  silver  money  as  fast  as  it  issued  from  the 
Mints  and  Exchequer,  was  in  a  great  measure  stopped  in  the 
hands  of  its  first  receivers,  for  none  were  disposed  to  make  pay- 
ments in  the  new  silver  coin  at  the  old  standard,  when  they 
could  do  it  in  clipped  pieces  so  much  below  it.  And  those  who 
had  no  payments  to  make,  kept  their  new  money  as  medals  and 
curiosities  in  their  chests,  and  there  is  reason  to  believe  that  at 
first  a  great  quantity  of  new  money,  by  the  help  of  the  melting 
pot,  went  abroad  in  ingots  to  purchase  gold,  which  at  this  jmic- 
ture  was  a  very  profitable  commodity  in  England." 

55.  In  this  great  discussion,  all  the  fallacies  which  are  so 
specious  and  plausible,  and  which  were  maintained  with  so  much 
earnestness  IIG  years  later,  were  put  forward — except  one. 
The  invariable  language  of  all  writers  at  that  period  was  that 
the  bank  notes  were  depreciated.  They  always  speak  of  the 
notes  hein{i  at  a  discount,  it  was  resen'cd  to  modern  ingenuity 
to  discover  the  crowning  absurdity — that  it  was  not  notes  that 
had  fallen,  but  gold  that  had  risen  ! 


BANK  CHABTEB  ACT  OF  1709.       415 

56.  The  Bank  was  instituted  for  the  purpose  of  assisting  the 
Government  in  the  war  with  France,  and  did  very  materially  do 
so  in  1695,  when  its  credit  was  high.  In  the  next  year,  however, 
it  continued  to  do  the  same,  when  its  credit  was  greatly  shaken. 
This  no  doubt  was  of  great  assistance  to  the  army,  and  its  con- 
duct is  highly  kuded  by  Dr.  Drake,  but  some  of  its  own  pro- 
prietors though?  very  differently  of  its  management.  In  a 
pamphlet,  entitled  A  Second  Fart  of  a  Discourse  concerning 
Banks,  which  was  published  by  one  of  them,  which  bears  no 
date,  but  which  was  most  probably  written  in  1697,  which  con- 
tains a  series  of  excellent  rules  for  the  conduct  of  a  bank,  the 
direction  is  severely  censured  for  dealing  in  exchanges,  for 
running  into  remittances,  and  laimcbmg  too  deeply  into  loans,  to 
which  causes  the  author  attributes  the  loss  of  their  credit. 
This  would  seem  to  allude  to  the  loan  mentioned  by  Evelyn. 

57.  The  political  troubles»at  the  commencement  of  the  next 
century  placed  the  Bank  in  difficulties  again  in  1704  and  1707. 
In  the  latter  year  the  revived  hopes  of  the  Jacobite  faction, 
roused  by  the  preparations  of  Louis  XIV.,  threw  the  country 
into  a  panic.  The  public  stocks  sunk  14  to  15  per  cent.  The 
enemies  of  the  dynasty,  and  the  enemies  of  the  Bank,  combined 
to  make  a  run  upon  it.  The  private  bankers  tried  to  swamp 
their  great  rival,  and  Sir  Francis  Child  pretended  to  refuse  its 
notes.  These  malicious  proceedings,  however,  called  forth  an 
equal  amount  of  ardour  from  the  Government  and  its  Mends. 
Several  of  the  highest  nobility  came  forward  to  lend  money  to  the 
corporation,  and  the  Queen  lent  it  her  warmest  support. 
The  directors  made  a  call  of  20  per  cent,  on  their  proprietors, 
and,  by  these  means,  surmounted  their  difficulties  and  restored 
their  credit. 

58.  In  1709  the  Government  were  again  in  a  state  of  great 
pecuniary  embarrassment.  The  produce  of  the  taxes  scarcely 
covered  one  half  of  the  expenses.  In  this  extremity,  the  Ministry 
turned  to  the  Bank  of  England,  and,  by  mutual  arrangement^  the 
following  terms  were  proposed  and  accepted  by  Parliament — 

1.  That  the  interest  upon  their  original  stock  of  £1,200,000 
be  reduced  to  6  per  cent.,  with  an  allowance  of  £4,000  for 
managing  the  debt. 
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2.  That  they  were  to  advance  a  further  sum  of  £400^000  at  6 
per  cent,  interest. 

8.  That  they  should  be  allowed  to  double  their  present  capital 
of  £2,201,171  10s.  at  the  price  of  115  per  cent,  for  the  new 
stock.  Upon  which  they  agreed  to  circulate  £2,500,000  of 
Exchequer  bills,  and  receive  an  allowance  of  6  per  cent.,  one 
half  for  interest,  and  the  other  for  repayment  of  the  principal, 
and  that  no  more  Exchequer  bills  should  be  issued  without  the 
consent  of  the  Bank. 

4.  That  their  privileges  as  a  corporation  should  be  continued 
for  21  years  from  1st  August,  1711. 

The  subscription  lists  for  the  new  stock  were  opened  on  the 
22nd  February,  1709,  at  nine  in  the  morning,  and  by  one  o'clock 
the  whole  sum  was  subscribed  at  the  premium.  And  a  million 
more  might  have  been  subscribed  before  evening  if  there  had 
been  room. 

.  59.  The  Act  of  1697  had  only  provided  that.no  other  bank 
should  be  sanctioned  by  Act  of  Parliament ;  it  did  not  prohibit 
any  private  Joint  Stock  Bank  from  being  formed,  nor  any  other 
corporation,  or  company  setting  up  banking  business.  A  com- 
pany, called  the  Mine  Adventurers  of  England,  at  the  head  of 
whom  was  Sir  Humphry  Mackworth,  who  turned  out  to  be  a 
great  rogue,  commenced  doing  all  kinds  of  banking  business, 
issuing  notes,  &c.  To  put  a  stop  to  this  it  was  enacted — 
.  "  That  during  the  continuance  of  the  said  Corporation  of  the 
Governor  and  Company  of  the  Bank  of  England,  it  shall  not  be 
lawful  for  any  body  politic  or  corporate  whatsoever,  erected  or  to 
be  erected  (other  than  the  said  Governor  and  Company  of  the 
Bank  of  England),  or  from  any  other  persons  whatsoever  united, 
or  to  be  united,  in  covenants,  or  partnership,  exceeding  the  num- 
ber of  six  persons,  in  that  part  of  Great  Britain  called  England, 
/^  borrow,  owe,  or  take  up  any  sum  or  sums  of  money  on  their 
hills  or  7iotes  payable  at  demund,  or  at  any  l^ss  time  tlian  six 
months  fr 07)1  th^  borrow i?iy  thereof 

And  the  Bank  was  strictly  forbidden  to  issue  notes  to  a  larger 
amount  than  their  capital  stock.  That  is,  each  loan  to  Govern- 
ment was  attended  with  an  auymentation  of  currency  to  an  equal 
amount.  Now,  to  a  certain  extent  this  plan  might  be  attended 
with   no  evil   consequences,  but  it  is  perfectly  clear   that   its 


MONOPOLY  CLAUSE  IN  THB  BANK  ACT.    417 

principle  is  utterly  vicious.  There  is  nothing  so  wild  or  absurd 
in  John  Law's  Theory  of  Money  as  this.  His  scheme  of  basing 
a  paper  currency  upon  land  is  sober  sense  compared  to  it.  If  for 
every  debt  the  Government  incurs,  an  equal  amount  of  money  is 
to  be  created,  why  here  we  have  the  philosopher's  stone  at  once. 
What  is  the  long  sought  El  Dorado  compared  to  this  ?  Even 
there  the  gold  required  to  be  picked  up,  and  fashioned  into  coin. 
Besides,  people  in  this  country  would  have  to  go  round  the  globe 
in  search  of  it.  But  let  us  coolly  consider  the  principle  involved 
in  this  plan  of  issuing  notes  upon  the  security  of  the  public  debts. 
Stated  in  simple  language,  it  is  this —  That  the  way  to  obeAte 
money  is  for  tJie  Governmmt  to  borrow  money.  That  is  to  say, 
A  lends  B  money  on  mortgage,  and,  on  the  security  of  the  mort-^ 
gage,  A  is  allowed  to  create  an  eqtial  amount  of  money  to  what  he 
has  already  lent! !  Granting  that  to  a  small  extent  this  may 
be  done  without  any  practical  mischief,  yet,  as  a  general  principle, 
what  can  be  more  palpably  absurd  ?  The  ravings  of  Chamberlen 
himself  are  not  more  wild. 

60.  At  that  time  the  practice  of  issuing  notes  was  considered 
80  essentially  the  main  feature  of  banking,  that  a  prohibition  of 
that  was  considered  an  effectual  bar  against  banking.  The  clause 
quoted  above  was  intended  to  prevent  any  bank  being  formed 
with  more  than  six  partners,  so  as  to  prevent  any  private 
Company  being  formed  of  sufficient  power  and  influence  to 
rival  the  Bank.  It  was  so  understood  at  the  time,  and  it  did 
have  the  efiect  of  preventing  any  other  Joint  Stock  Bank  being 
formed. 

61.  The  financial  difficulties  of  the  Government  in  the  year 
1713,  at  the  Peace  of  Utrecht,  made  it  necessary  to  have  recourse 
to  the  Bank  again.  They  agreed  to  lend  to  the  Gx)vemment 
£100,000,  secured  upon  Exchequer  bills,  at  3  per  cent.,  upon 
receiving  an  extension  of  their  charter,  which  had  still  twenty 
years  to  run.  By  the  Statute  I.,  1713,  c.  11,  its  existence  as  a 
corporation  was  prolonged  to  twelve  months'  notice,  to  be  given 
after  1st  August,  1742,  and  the  payment  of  £1,600,000.  By  a 
second  statute  that  year,  they  were  authorised  to  lend  money 
upon  South  Sea  Stock. 

2  E 
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62.  In  1716^  an  Act^  Statnte  1716,  e.  S,  was  passed  to  redeem 
and  modify  several  of  the  public  debts  dne  to  the  Bank,  bni  not 
altering  their  privileges  in  any  way,  and  to  make  fhrther  advances 
at  5  per  cent.  They  were  also  authorised  to  make  snob  calls  a» 
they  pleased  upon  their  proprietors.  The  excessive  absurdity 
and  inconvenience  of  the  usury  laws  in  commerce  were  even 
then  felt,  and  the  Bank  was  exempted  from  their  operation. 
They  were  authorised,  in  the  quaint  phraseology  of  the  Act, 
**  at  their  own  good  liking,"  to  borrow  or  take  up  money  at  any 
rate  of  interest  they  pleased,  above  the  legal  rate,  upon  their 
bills,  bonds,  or  any  obligation  under  their  Common  Seal,  or  upon 
credit  of  their  capital  stock  for  any  time,  or  to  be  paid  on 
demand.  What  portentous  folly  it  was  that  any  one  else  might 
not  observe  his  "own  good  liking"  in  the  rate  he  paid  for 
borrowed  money.  In  this  Act,  the  clause  prohibiting  any 
banking  partnership  to  consist  of  more  than  six  members  was 
repeated.  There  were  at  that  time  three  annuities  of  £88,751, 
£100,000,  and  £76,830,  besides  other  debts,  upon  which  an  annual 
interest  at  5  per  cent  was  paid ;  the  Bank's  existence  was 
prolonged  indefinitely,  until  all  these  annuities  and  debts  were 
discharged. 

63.  We  must  now  again  take  up  the  history  of  the  Coinage, 
and  give  an  account  of  its  last  change,  and  its  settlement  on  its 
present  basis.  The  Goverument,  adopting  the  advice  of  Locke 
and  Newton,  restored  the  coin  according  to  its  ancient  weight, 
fineness,  and  denomination. 

The  political  benefits  which  followed  this  great  restoration  of 
the  coinage  are  beyond  the  purjwse  of  this  work.  In  1707,  the 
union  of  the  kingdoms  necessitated  a  new  coinage.  At  the  same 
time  the  relative  value  of  the  gold  and  silver  coins  began  to 
differ  from  the  market  value  of  the  two  metals,  and,  as  silver 
was  underrated,  it  became  very  scarce.  It  is  much  to  be 
lamented  that  the  Government,  having  adopted  Locke's  arguments 
in  favour  of  the  maintenance  of  the  standard,  did  not  also  adopt 
his  argument  with  respect  to  the  necessity  of  there  being  only 
one  standard  of  value.  It  was  perfectly  conclusive,  and  the  evils, 
which  he  had  shewn  must  necessarily  follow  from  this  economic 
error  of  having  two  measures  of  value,  manifestly  displayed 
themselves.     In   1708,  the   Government  offered  a  premium  of 
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2^.  per  otinoe  to  every  one  who  bronght  foreign  silver  coin,  ot 
plate  of  any  sort,  of  standard  fineness,  to  the  Mint  to  be  coined. 
This,  however,  was  qnite  ineffectual,  and  as  matters  grew  worse 
every  day,  the  Government  referred  the  matter  to  Sir  Isaac  ' 
Newton,  who  had  for  many  years  been  at  the  head  of  the 
Mint,  to  report  upon. 

Sir  Isaac  Newton  said  in  his  Report ' — ^*  That  a  pound  weight 
Troy  of  gold,  11  ozs.  fine,  and  1  oz.  alloy,  is  cut  into  44^ 
guineas ;  and  a  pound  weight  of  silver,  11  ozs.  2  dwts.  fine,  and 
18  dwts.  alloy,  is  cut  into  62  shiUings ;  and,  according  to  this 
rate,  a  pound  weight  of  fine  gold  is  worth  15  pounds  weight  6  ozs. 
17  dwts.  and  5  grns.  of  fine  silver,  reckoning  a  guinea  at 
£1  Is.  6d.  in  silver  money.  But  silver  in  bullion,  exportable, 
is  usually  worth  2d.  or  3d.  per  ounce  more  than  in  coin  ;  and  if, 
as  a  medium,  such  bullion  of  standard  alloy  be  valued  at  5s.  4^. 
per  ounce,  a  pound  weight  of  fine  gold  will  be  worth  but  14  lbs. 
11  ozs.  12  dwts.  9  grns.  of  fine  silver  in  bullion  ;  and,  at  this  rate, 
a  guinea  is  worth  but  so  much  silver  as  would  make  20s.  Bd. 
When  ships  are  laden  for  the  East  Indies,  the  demand  of  sil?er 
for  exportation  raises  the  price  to  5s.  6d.  or  5s.  8d.  per  ounce,  or 
above  ;  but  I  consider  not  these  extraordinary  cases. 

**  A  Spanish  pistole  was  coined  for  thirty-two  rials,  or  four 
pieces  of  eight  rials,  usually  called  pieces  of  eight,  and  is  of 
equal  alloy,  and  the  sixteenth  part  of  the  weight  thereof ;  and 
a  Doppio  Moeda  of  Portugal  was  coined  for  ten  crusados  of  silver, 
and  is  of  equal  alloy,  and  the  sixteenth  part  of  the  weight  thereof. 
Gold  is,  therefore,  in  Spain  and  Portugal,  of  sixteen  times  more 
value  than  silver  of  equal  weight  and  alloy,  according  to  the 
standard  of  those  kingdoms ;  at  which  rate  a  guinea  is  worth 
228.  Id.  But  this  high  price  keeps  their  gold  at  home  in  good 
plenty,  and  carries  away  the  Spanish  silver  into  all  Europe  :  so 
that  at  home  they  make  their  payments  in  gold,  and  will  not  pay 
in  silver  without  a  premium  ;  upon  the  coming  in  of  a  Plate 
fleet  the  premium  ceases,  or  is  but  small ;  but,  as  their  silver  goes 
away  and  becomes  scarce,  the  premium  increases,  and  is  most 
commonly  about  six  per  cent.,  which,  being  abated,  a  guinea 
becomes  worth  about  208.  9d.  in  Spain  or  Portugal. 

''In  France  a  pound  weight  of  fine  gold  is  reckoned  worth 
fifteen  pounds  weight  of  fine  silver ;  in  raising  or  Ming  their 

>  Pad.  EUt,,  tU.,  526. 
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money,  their  King's  edicts  have  sometimes  varied  a  little  from 
this  proportion,  a  little  in  excess  or  defect ;  but  the  variations 
have  been  so  little,  that  I  do  not  here  consider  them.  By  the 
edict  of  May,  1709,  a  new  pistole  was  coined  for  four  new 
Louises,  and  is  of  equal  alloy,  and  the  fifteenth  part  of  the 
weight  thereof,  except  the  errors  of  their  mints;  and  by  the 
same  edict,  fine  gold  is  valued  at  fifteen  times  its  weight  of  fine 
silver;  and  at  this  rate  a  guinea  is  worth  20s.  S^d. 

"  The  ducats  of  Holland  and  Hungary,  and  the  Empire,  were 
lately  current  in  Holland  among  the  common  people,  in  their 
markets  and  ordinary  affairs,  at  five  guilders  in  specie,  and  five 
stivers;  and  commonly  changed  for  so  much  silver  moneys  in 
three-guilder  pieces  and  guilder  pieces,  as  guineas  are  with  us 
for  2l8.  6d.  sterling ;  at  which  rate  a  guinea  is  worth  20s.  7^. 

**  According  to  the  rates  of  gold  to  silver  in  Italy,  Germany, 
Poland,  Denmark,  and  Sweden,  a  guinea  is  worth  about  20s.  and 
7d.,  6d.,  5d.,  or  4d.,  for  the  proportion  varies  a  little  within  the 
several  Governments  in  these  countries.  In  Sweden,  gold  is 
lowest  in  proportion  to  silver,  and  this  hath  made  that  kingdom, 
which  formerly  was  content  with  copper  money,  abound  of  late 
with  silver,  sent  thither  (I  suspect)  for  naval  stores. 

"  In  the  end  of  King  William's  reign,  and  the  first  year  of  the 
late  Queen,  when  foreign  coins  abounded  in  England,  I  caused 
a  gi-eat  many  of  them  to  be  assayed  in  the  Mint,  and  found  by 
the  assays,  that  fine  gold  was  to  fine  silver  in  Spain,  Portugal, 
France,  Holland,  Italy,  Germany,  and  the  northern  kingdoms,  in 
the  proportion  above  mentioned,  errors  of  the  Mint  excepted. 

**  In  China  and  Japan,  one  pound  weight  of  fine  gold  is  worth 
but  9  or  10  pounds  weight  of  fine  silver ;  and  in  East  India 
it  may  be  worth  12;  and  this  low  price  of  gold  in  proportion  to 
silver  carries  away  the  silver  from  all  Europe. 

"  So,  then,  by  the  course  of  trade  and  exchange  between  nation 
and  nation  in  all  Europe,  fine  gold  is  to  fine  silver  as  14  4-5,  or 
15  to  one ;  and  a  guinea  at  the  same  rate  is  worth  between  20s.  5d. 
and  20s.  8^d. ;  except  in  extraordinary  cases,  as  when  a  Plate 
fleet  is  just  arrived  in  Spain,  or  ships  are  lading  here  for  the 
East  Indies,  which  cases  I  do  not  here  consider.  And  it  appears 
by  experience  as  well  as  by  reason,  that  silver  flows  from  those 
phiees  where  its  value  is  lowest  in  proportion  to  gold,  as  from 
Spain  to  all  Europe,  and   from  all  Europe  to  the  East  Indies, 
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China,  and  Japan ;  and  that  gold  is  most  plentiful  in  those  places 
in  which  its  value  is  highest  in  proportion  to  silver,  as  in  Spain 
and  England. 

*'It  is  the  demand  for  exportation  which  hath  raised  the  price 
of  exportable  silver  about  2d.  or  3d.  in  the  ounce  above  that  of 
silver  in  coin,  and  hath  thereby  created  a  temptation  to  export 
or  melt  down  the  silver  coin  rather  than  give  2d.  or  3d.  more 
for  foreign  silver ;  and  the  demand  for  exportation  arises  from 
the  higher  price  of  silver  in  other  places  than  in  England,  iu 
proportion  to  gold,  that  is,  ftx)m  the  higher  price  of  gold  in 
England  than  in  other  places  in  proportion  to  silver,  and,  there- 
fore, may  be  diminished  by  lowering  the  value  of  gold  in  pro- 
portion to  silver.  If  gold  in  England,  or  silver  in  East  India, 
could  be  brought  down  so  low  as  to  bear  the  same  proportion  to 
one  another  in  both  places,  there  would  be  here  no  greater 
demand  for  silver  than  for  gold  to  be  exported  to  India.  And, 
if  gold  were  lowered  only  so  as  to  have  the  same  proportion  to 
the  silver  money  in  England,  which  it  hath  to  silver  in  the  rest  of 
Europe,  there  would  be  no  temptation  to  export  silver  rather 
than  gold  to  any  other  part  of  Europe.  And  to  compass  this 
last,  there  seems  nothing  more  requisite  than  to  take  off  about 
lOd.  or  12d.  from  the  guinea ;  so  that  gold  may  bear  the  same 
proportion  to  the  silver  money  in  England  which  it  ought  to  do 
by  the  course  of  trade  and  exchange  in  Europe.  But  if  only  6d. 
were  taken  off  at  present,  it  would  diminish  the  temptation  to 
export  or  melt  down  the  silver  coin.  And,  by  the  eflPects,  would 
shew  hereafter  better  than  can  appear  at  present,  what  further 
reduction  would  be  most  convenient  for  the  public. 

"In  the  last  year  of  Eang  William,  the  dollars  of  Scotland, 
worth  about  4s.  Gjd.,  were  put  away  in  the  North  of  England 
for  6s.,  and  at  this  price  began  to  flow  in  upon  us.  I  gave 
notice  thereof  to  the  Lords  Commissioners  of  the  Treasury ;  and 
they  ordered  the  collectors  of  taxes  to  forbear  taking  them,  and 
thereby  put  a  stop  to  the  mischief. 

"At  the  same  time,  the  louis-d'ors  of  France,  which  were 
worth  but  17s.  |d.  a  piece,  passed  in  England  at  17s.  6d.  I  gave 
notice  thereof  to  the  Lords  Commissioners  of  the  Treasury  ;  and 
his  late  Majesty  put  out  a  proclamation  that  they  should  go  but 
at  17s.;  and,  thereupon,  they  came  to  the  Mint,  and  £1,400,000 
were  coined  out  of  them:  and  if  the  advantage  of  5^.  in  a 
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lonis-d*or  sufficed  at  that  time  to  bring  into  England  so  great  a 
quantity  of  French  Money,  and  the  advantage  of  'three  farthing! 
in  a  louis-d*or  to  bring  it  to  the  Mint,  the  adrantage  of  9^  in  a 
guinea,  or  above,  may  have  been  sufficient  to  bring  the  great 
quantity  of  gold  which  hath  been  coined  in  these  hist  fifteei 
years,  without  any  foreign  silver. 

"  Some  years  ago,  the  Portugal  moedors  were  received  in  the 
West  of  England  at  28s.  a  piece.  Upon  notice  from  the  Mint, 
that  they  were  worth  only  about  27s.  7d.,  the  Lords  Ck>mmis- 
sioners  of  the  Treasury  ordered  their  receivers  of  taxes  to  take 
them  at  no  more  than  27s.  6d.  Afterwards,  many  gentlemen  in 
the  West  sent  up  to  the  Treasury  a  petition,  that  the  receivers 
might  take  them  again  at  28s.,  and  promised  to  get  returns  f(ff 
money  at  that  rate ;  alleging,  that  when  they  went  for  288.,  their 
country  was  full  of  gold,  which  they  wanted  very  much.  But 
the  Conmiissioners  of  the  Treasury,  considering  that  at  28s.  &t 
nation  would  lose  5d.  a  piece,  rejected  the  petition.  And  if  an 
advantage  of  5d.  in  the  28s.  did  pour  that  money  in  upon  ns, 
much  more  hath  an  advantage  to  the  merchant  of  9^.  in  a 
guinea,  or  above,  been  able  to  bring  into  the  Mint  great  quantities 
of  gold,  without  any  foreign  silver,  and  may  be  able  to  do  so 
still,  till  the  cause  be  removed. 

"  If  things  be  let  alone  till  silver  money  be  a  little  scarcer,  the 
gold  will  fall  of  itsc'lf ;  for  people  are  alrcjidy  backward  to  give 
silver  for  gold,  and  will  in  a  little  time  refuse  to  make  payments 
in  silver  without  a  premium,  as  they  do  in  Spain  ;  and  this 
premium  will  be  an  abatement  of  the  value  of  the  gold;  and  so 
the  question  is,  whether  gold  shall  be  lowered  by  the  Govern- 
ment, or  let  alone  till  it  falls  of  itself,  by  the  want  of  silver 
money. 

**  It  may  be  said,  that  there  are  great  quantities  of  silver  in 
plate,  and  if  the  plate  were  coined,  there  would  be  no  want  of 
silver  money.  But  I  reckon  that  silver  is  safer  from  exportation 
in  the  form  of  plate  than  in  the  form  of  money,  because  of  the 
greater  value  of  the  silver  and  fashion  together ;  and,  therefore, 
I  am  not  for  coining  the  plate,  till  the  temptation  to  export  the 
silver  money,  which  is  a  profit  of  2d.  or  3d.  an  ounce,  be 
diminished  ;  for,  as  often  as  men  are  necessitated  to  send  away 
money  for  answering  debts  abroad,  there  will  be  a  temptation  to 
send  away  silver  rather  than  gold,  because  of  the  profit,  which 
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is  almost  4  per  cent. ;  and  for  the  same  reason  foreigners  will 
choose  to  send  hither  their  gold  rather  than  their  silver." 
v  Mr.  Aislabie,  the  Chancellor  of  the  Exchequer^  brought  the 
subject  of  the  great  scarcity  of  silver  coin  before  the  House  on 
the  2l8t  December,  1717,  and  was  seconded  by  Mr.  Caswall^ 
who  gave  details  of  the  different  relative  values  gold  and  silver 
coin  had  borne  with  respect  to  each  other,  according  to  the  plenty 
or  scarcity  of  each,  and  said  that  the  over-valuation  of  gold  in 
the  current  coins  of  great  Britain,  had  caused  the  exportation  of 
great  quantities  of  silver  specie.  To  prove  this,  he  laid  open 
a  clandestine  trade  which  had  been  carried  on  for  many  jeam 
by  the  Dutch,  Hamburghers,  and  other  foreigners,  in  concert 
with  the  Jews  and  other  traders  here,  which  consisted  in. 
exporting  silver  coins,  and  importing  gold  in  lieu  thereof,  which 
being  coined  into  guineas  at  the  Tower,  near  15d.  was.  got  by 
every  guinea,  which  amounted  to  about  5  per  oent.>  andL  as. 
these  returns  might  be  got  five  or  six  times  in  the  year,  oon-^ 
siderable  profits  were  made  by  it.  In  his  opinion,  the  only  way 
of  checking  this  was  to  lower  the  price  of  guineas  and  other 
gold  specie. 

Sir  Isaac  Newton  has  shewn  that  the  true  v^Iue  of  the  guinea^ 
according  to  the  market  values  of  gold  and  silver  at  that  time, 
was  20s.  8d.  The  House,  however,  did  not  adopt  his  recom- 
mendation to  its  full  extent,  but  they  addressed  the  Crown  to 
issue  a  proclamation  to  make  guineas  current  at  21s.  In  ac- 
cordance with  this,  the  King  issued  a  proclamation  on  the  22nd 
December,  1717,  making  guineas  current  at  21s.,  and  reducing 
the  other  gold  coins  for  23s.  6d.  and  25s.  6d.  to  23s.  and  25s. 
each. 

This  was  the  last  alteration  made  in  the  relative  values  of  gold 
and  silver  coin,  and  now,  in  the  language  of  the  Mint,  the  price- 
of  gold  was  fixed  at  £3  17s.  10^.  an  ounce,  which  is  so  soce  a 
puzzle  to  many  persons.  This  alteration  in  the  value  of  guineas, 
created  some  alarm  that  it  might  be  further  reduced,  and  caused 
considerable  confusion  in  trade,  but,  in  January,  1718,  both 
Houses  of  Parliament  passed  resolutions  that  they  would  not 
alter  the  standard  of  the  gold  and  silver  coins  of  the  kingdom  in 
fineness,  weight,  or  denomination. 

By  the  reduction  of  the  price  of  the  guinea,  the  value  of  gold 
to  alver  was  fixed  at  15^^  to  1 ;  but^  as  in  Holland  and  France 
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the  rate  was  14^  to  1,  a  profit  still  remained  on  exporting  silver 
and  importing  gold.  Thns  gold  became  the  cheapest  medinm 
in  which  to  make  payments;  and^  by  this  means,  daring  the  coarse 
of  the  last  centnry,  it  became  gradaally  an  anderstood  thing  in 
commerce  that  gold  was  the  standard  of  valae.  This  costom 
was  finally  adopted  as  law  in  1816. 

64.  Up  to  the  year  1711  all  the  permanent  debt  contracted  by 
the  Government  consisted  of  Bank  of  England  Stock.  In  order 
to  replace  the  capital  thns  withdrawn  from  circalation,  the  Bank 
had  always  been  allowed  to  issne  notes  to  an  equal  extent ;  bnt 
it  was  qaite  evident  that  this  could  not  go  on  indefinitely.  At 
this  period  the  party  antagonistic  to  that  which  founded  the 
Bank  of  England  were  in  power.  The  dismissal  of  the  Whigs 
had  shaken  public  credit.  The  unfunded  debt  of  the  State  was 
enormous — it  amounted  to  nine  millions  and  a  half.  Mr.  Harley 
(afterwards  Earl  of  Oxford),  the  Chancellor  of  the  Exchequer, 
revived  the  idea  which  we  have  before  noticed,  as  first  snggeated 
by  Dr.  Chamberlain.  He  persuaded  a  number  of  merchants  to 
undertake  this  debt,  npon  receiving  interest  at  6  per  cent.,  and 
being  incorporated  as  a  company  for  32  years,  with  the  exclusive 
privilege  of  trading  to  the  South  Seas.  This  was  hailed  by  his 
party  at  the  time  with  great  approbafcron,  as  a  mafiterpiece  of 
financial  wisdom.  Such  was  the  origin  of  the  South  Sea  Com- 
pany. We  cannot,  of  course,  enter  into  any  of  the  details  of 
this  famous  scheme,  beyond  what  strictly  concerns  our  present 
subject.  Ample  details  will  be  found  elsewhere.  Though  espe- 
cially forbidden  by  Act  of  Parliament  to  carry  on  banking 
business,  this  great  monetary  corporation  overshadowod  the 
Bank  of  England.  In  1717,  the  Government  determined  to 
make  a  strong  effort  to  reduce  the  national  debts.  Proposals 
were  invited  from  each  of  these  great  companies.  The  South 
Sea  Company  proposed  that  their  then  capital  of  £10,000,000 
should  be  augmented  to  £12,000,000;  that  the  additional 
£2,000,000  should  be  employed  in  redeeming  several  public 
debts,  and  among  these  the  banker's  debt;  that  the  interest  on 
their  original  capital  should  remain  at  6  per  cent.,  and  interest 
at  5  per  cent,  should  be  given  on  the  new  capital  till  the  24th 
June,  1718.  After  that  date  interest  at  6  per  cent,  should  be 
allowed  on  the  whole  capital.    That  the  duties  upon  which  such 
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interest  was  chargeable  should  be  continned^  and  any  surplns, 
after  paying  them,  should  be  applied  to  redeem  other  public 
debts.  That  all  sums  of  principal  and  interest  might  be 
redeemed  upon  a  year's  notice,  after  24th  June,  1725.  That 
their  capital  and  stock  in  trade  should  be  exempted  from  all 
taxes  whatever. 

65.  The  Bank  of  England  proposed  that  their  priyileges  should 
remain  untouched  till  1742,  as  by  the  last  Act.  That  an  annuity 
of  £106,500  due  to  them  should  be  reduced  to  £88,175  after  the 
25th  March,  1718.  They  oflPered  to  advance  £2,000,000  at  5  per 
cent,  interest,  on  Exchequer  bills  redeemable  at  one  year's  notice 
after  1720,  and  to  circulate  some  others  at  3  per  cent.  That  the 
interest  on  the  Exchequer  bills  they  held  should  be  reduced  to 
Id.  per  cent,  per  diem,  but  that  no  more  should  be  issued 
without  their  consent.  They  were  farther  willing  to  advance 
£2,500,000  for  the  public  service  at  the  rate  of  5  per  cent,  per 
annum.  They  demanded  that  all  their  privileges  should  con- 
tinue until  these  sums  were  redeemed.  After  a  warm  debate, 
the  proposals  of  the  South  Sea  Company  were  accepted.  The 
Bank  of  England,  however,  remonstrated  strongly,  and  petitioned 
Parhament,  reminding  them  of  their  eminent  public  services, 
and  requested  that  all  the  public  stocks  might  be  made  transfer- 
able and  payable  at  the  Bank,  which  duty  they  undertook  to 
perform  without  any  profit  to  themselves,  on  condition  that  no 
further  taxes  be  laid  on  their  capital,  or  upon  their  bills  and 
notes.  Upon  further  debate,  the  proposals  of  the  Bank  of 
England  were  accepted,  as  weU  as  those  of  the  South  Sea  Company, 
and  three  Acts  were  passed  to  carry  them  into  effect.  At  this 
time  the  South  Sea  Company  appeared  to  have  got  so  com- 
pletely the  better  of  the  Bank,  that  they  invited  the  King  to 
become  their  Governor,  and,  on  the  1st  of  February,  1715,  an  Act 
was  brought  in  to  remove  any  difficulties  in  the  way.  It  was 
read  and  passed  through  both  Houses  on  the  same  day,  and  on 
the  next  received  the  Royal  assent. 

66.  The  skirmish  between  these  two  great  corporations  in 
1717,  was  but  the  prelude  to  a  much  more  gigantic  contest  in 
1720.  On  the  23rd  November,  1719,  the  King  recommended 
the  state  of  the  public  debts  to  the  attention  of  Parliament 
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This  was  preliminary  to  the  introdndng  a  plan  to  Parliament 
which  the  Ministry  and  the  Sonth  Sea  Directors  had  secretly 
projected^  and  determined  to  bring  before  Parliament^  before 
any  opposition  could  be  organised  against  it.  It  was  broaght 
before  the  House  on  the  22nd  January,  1720.  The  details  are 
given  in  the  Parliamentary  History,  and  are  much  too  long  to  be 
inserted  here.  But  the  outline  was  as  follows — They  estimated 
the  whole  of  the  public  debts  at  £30,981,712  ;  they  proposed  to 
buy  up  the  whole  of  these,  and  consolidate  them  into  one  fdnd 
which  was  to  be  added  to  their  capital  at  5  per  per  cent,  interest 
For  these  privileges  they  oflPered  a  bonus  of  £3,600,000  to  the 
State^  payable  in  four  instalments,  to  commence  at  Lady-day, 
1721.  This  astounding  proposal  was  bronght  before  the 
House  by  surprise,  but  its  terms  were  not  so  fiivourably 
received  as  was  expected,  and  gave  the  friends  of  the  Bank 
time  to  rally.  They  reminded  the  House  of  the  great  and 
eminent  services  it  had  done  the  public,  and  obtained  five 
days'  delay. 

67.  The  Bank   determined  not  to  be  outdone  in  andacity. 

They  also  undertook  to  consolidate  these  debts,  and  add  them 
to  their  capital.  Upon  the  whole,  it  was  calculated  that  their 
proposal  was  more  advantageous  to  the  nation  by  about 
£2,000,000,  and  was  payable  in  less  time.  The  South  Sea 
Company  obtained  three  days'  delay  to  amend  their  offer.  They 
increased  the  bonus  to  the  public  to  £7,567,500,  besides  other 
minor  points.  The  Bank,  in  a  fit  of  wild  desperation,  amended 
their  offer.  The  chief  points  were,  that  for  every  £100  annuity 
for  96  and  99  years,  they  offered  £1,700  Bank  Stock,  and  that 
after  the  24th  June,  1727,  the  interest  on  the  whole  consolidated 
funds  should  be  reduced  to  4  per  cent,  absolutely,  and  thenceforth 
be  redeemable  by  Parliament. 

68.  The  contest  between  these  gigantic  rivals  was  simply 
which  was  to  devour  the  other.  The  debate  was  long  and  fierce ; 
Mr.  Robert  Walpole  was  the  champion  of  the  Bank,  Mr. 
Aislabie,  Chancellor  of  the  Exchequer,  was  patron  of  the  South 
Sea  Company.  At  length,  on  the  2nd  April,  the  South  Sea  Bill 
was  read  a  third  time,  and  passed  by  a  majority  of  172  to  55. 
Then  it  was  carried  up  to  the  Lords.    The  debate  was  equally 
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animated,  bnt,  as  nsaal,  less  garrulous;  it  was  ended  in  a  single 
day,  and  the  South  Sea  carried  the  day  hj  a  majority  of  83  to 
17.  The  King  closed  the  session  on  the  11th  June,  and  con* 
gratulated  Parliament  on  the  good  foundation  they  had  prepared 
for  the  payment  of  the  national  debts  without  violation  of  the 
public  fidth. 

69.  The  price  of  the  South  Sea  Stock  on  the  7th  April,  when  * 
the  Bill  passed,  was  310,  next  day  it  fell  to  290.  On  the  12th, 
the  directors  opened  their  first  subscription  of  £1,000,000  at 
£300  for  every  £100,  having  first  propagated  the  most  enormous 
falsehoods  of  alleged  trading  advantages  they  had  secured  in  the 
South  Seas,  ^wice  the  suih  was  subscribed,  and  in  a  few  days 
the  subscriptions  were  sold  at  double  the  price  of  the  first  pay« 
ment  Then  began  the  wild  delirium — ^by  successive  stages,  the 
stock  stood  at  £500  on  the  23rd  May ;  on  the  2nd  June  at  £890; 
next  day  it  fell  to  £640.  After  some  fluctuations  the  Company 
opened  their  books  for  a  third  subscription  at  £1,000  ;  £4,000,000 
Were  taken  at  that  price,  and,  before  the  end  of  June,  the  stock 
was  at  £2,000.  The  price  of  Bank  Stock  at  the  same  time, 
was  £260.  The  great  outbreak  of  the  bubble  mania  had  begun 
before  the  prorogation  of  Parliament,  and  on  that  day  the  King 
had  published  a  proclamation  to  put  them  down,  but  with  little 
effect.  By  the  middle  of  July  the  projects  before  the  public 
required  a  capital  of  £300,000,000.  One  was  "  For  carrying  on 
an  undertaking  of  great  advantage,  but  nobody  to  know  what 
it  is."  The  witty  rogue  promised,  on  a  deposit  of  £2  2s.,  that 
each  subscriber  should  receive  an  income  of  100  per  cent.  In  a 
single  morning  he  received  £2,000,  and,  of  course,  immediately 
decamped.  Permissions  to  subscribe  to  a  future  scheme  wero 
selling  at  sixty  guineas. 

70.  Then  came  the  fearful  collapse;  on  the  2nd  September  the 
stock  was  at  £700.  The  directors  made  many  vain  efforts  to 
retrieve  its  credit  On  the  13th  it  was  at  £400.  Then  the 
directors  were  compelled  to  make  humble  suit  to  their  van- 
quished rivals.  At  the  intercession  of  Walpole,  the  Bank  of 
England  agreed  to  a  draft  of  a  contract  for  providing  means  to 
sustain  the  credit  of  a  number  of  their  bonds.  After  protracted 
negotiations>   the  terms  were  agreed  upon  between   the   two 
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companies^  and  brought  before  the  proprietors  of  the  Bank  of 
England,  and  approved  of  by  them.  Before,  however,  it  coald 
be  embodied  in  a  legal  form,  aflTairs  took  a  very  different  turn. 
A  great  many  of  the  goldsmiths  and  private  bankers  had  ad- 
vanced great  sums  upon  the  South  Sea  Stock  ;  when  this  fell,  it 
brought  a  run  upon  them.  Many  of  them  stopped  payment,  and 
absconded.  The  Sword  Blade  Company,  who  were  the  cashiers 
to  the  South  Sea  Company,  stopped  payment.  This  portended 
universal  bankruptcy.  The  Bank  had  been  assailed  with  every 
species  of  public  resentment  because  it  had  hesitated  to  lend  its 
aid  in  supporting  the  South  Sea  Bonds.  Every  one  looked  upon 
it  as  the  sole  pillar  of  credit,  but  even  the  credit  of  the  Bank 
was  now  shaken.  The  general  failure  of  the  blinkers  imme- 
diately caused  a  great  run  upon  it.  The  Bank,  in  these  straits, 
devised  a  trick  to  prolong  the  payments.  It  employed  a  number 
of  clerks  to  tell  out  the  money  which  was  demanded,  as  weU  as 
what  was  brought  in.  Payments  were  made  in  light  sixpences 
and  shillings,  and  large  sums  were  paid  to  particular  friends, 
who  went  out  with  their  bags  of  money  at  one  door,  to  deliver 
them  to  people  placed  at  another,  who  were  let  in  to  pay  the 
same  money  to  tellers,  who  took  time  to  count  it  over.  These 
persons  were,  of  course,  always  served  first.  By  this  means 
time  was  gained,  the  friends  of  the  Bank  rallied  round  it,  and 
made  large  subscriptions  to  support  the  Company ;  the  festival  of 
Michaelmas,  at  which  it  was  usual  at  that  time  to  shut  up  the 
Bank,  came,  and,  when  it  was  opened  again,  the  pubUc  alarm 
had  passed  off. 

But  something  was  required  to  be  done  to  restore  public  credit. 
The  South  Sea  Company  were  permitted  to  sell  annuities  to  the 
value  of  £200,000  a-yeiir.  The  Bank  bought  them  at  20  years 
purchaise,  and  was  allowed  to  add  the  £4:,000,000  to  its  capital  ; 
it  then  stood  at  £8,959,995  Us.  8d. 

71.  Up  to  the  year  1722,  the  Bank  had  divided  the  whole 
of  its  profits  among  the  Shareholders,  and  had  miide  no  reserve  for 
any  contingencies.  The  dividend,  therefore,  had  been  extremely 
variable.  It  had  fluctuated  from  18^  per  cent,  in  1706,  to  6  per 
cent,  in  1722.  The  inconvenience  of  this  was  strongly  felt,  as 
well  as  having  no  fund  to  fall  back  upon  in  cases  of  emergency. 
These  had  hitherto  been  met  by  making  calls  upon   the  pro- 
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prietors.    In  this  jeao*  the  Directors  established  a  reserve  fond, 
which  is  called  the  Rest. 

72.  Several  financial  transactions  took  place  between  the 
(xovemment  and  the  Bank,  which  need  not  be  detailed  here. 
Upon  most  of  the  previous  occasions  of  the  renewal  of  the 
charter,  there  had  been  much  public  discussion  as  to  the  expe- 
diency of  continuing  this  monopoly.  The  Bank,  however,  had 
always  been  able  to  relieve  the  continually  embarrassed  state  of 
the  finances,  and  had  thus  purchased  its  privileges.  As  the  time 
was  drawing  near  for  the  expiry  of  the  monopoly  in  1742,  these 
discussions  became  more  frequent  and  animated,  and  several 
attempts  were  made  to  set  up  banks  in  such  a  manner  that  they 
should  not  violate  the  clause  in  the  Act  of  1709.  When  the 
time  for  the  renewal  came,  the  Government  were,  as  usual,  in 
difficulties,  and  the  Bank  agreed  to  lend  them  £1,600,000,  with- 
out interest.  To  raise  this  sum,  they  made  a  call  upon  their 
proprietors,  which  raised  their  capital  stock  to  £9,800,000.  In 
consideration  of  this,  their  exclusive  privileges  were  continued 
till  twelve  months'  notice  after  Ist  August,  17G4.  Moreover,  it 
was  determined  to  stop  up  all  the  loopholes  in  the  Act  of  1709, 
and  the  followidg  clause  was  inserted  in  the  Act,  Statute  1742, 
c  18^  s.  5 — 

"And  to  prevent  any  doubts  that  may  arise  concerning  the 
privilege  or  power  given  by  former  Acts  of  Parliament,  to  the  said 
Governor  and  Company  of  exclusive  Banking,  and  also  in  regard 
to  the  erecting  any  otlier  Bank  or  Banks  by  Parliament,  or 
restraining  other  persons  from  banking  during  the  continuance 
of  the  said  privilege  granted  to  the  Governor  and  Company  of 
the  Bank  of  England,  as  before  recited,  it  is  hereby  further 
enacted  and  declared,  by  the  authority  aforesaid,  that  it  is  the 
true  intent  and  meaning  of  the  Act  that  no  other  Bank  shall  be 
erected,  established,  or  allowed  by  Parliament,  and  that  it  shall 
not  be  lawful  for  any  body,  politic  or  corporate  whatsoever, 
erected,  or  to  be  erected,  or  for  any  other  persons  whatsoever, 
united,  or  to  be  united,  in  covenants  or  partnership,  exceeding 
the  number  of  six  persons,  in  that  part  of  Great  Britain  called 
England,  to  horrowy  owe,  or  take  up  any  sum  or  sums  of  moneys 
on  their  hills  or  notss  payable  at  demand,  or  at  any  less  time  than 
six  months  from  the  borroumg  thereof,  during  the  continuance  of 
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Bach  said  privilege  of  the  said  Governor  and  Company,  irfao 
are  hereby  declared  to  be  and  remain  a  corporation  with  the 
privilege  of  exclusive  Banking,  as  before  recited." 

This  clause  demands  the  most  earnest  attention,  because  it  is 
the  one  which  contains  the  sole  monopoly  of  the  Bank  of  Englaod, 
which  is  at  the  present  time  being  again  brought  before  the  at- 
tention of  Parliament.  It  is  a  penal  clause,  and,  therefore,  of 
course,  to  be  construed  strictly ;  and  we  must  now  examine  its 
real 'force  and  effect. 

We  have  already  shewn  that  all  banking  consists  in  **  Issuing'* 
Bights  of  action,  or  Credit,  in  exchange  for  Money  or  Securities. 
When  a  banker  had  once  issued  this  Right  of  action  to  his 
customer,  the  customer  might  either  transfer  this  Right  of  action, 
or  Credit,  to  any  one  else  he  pleased  by  giving  him  a  Cash  Note, 
or  Cheque  on  his  banker,  or  the  banker,  if  the  customer  preferred 
it,  would  give  him  a  Promissory  Note  payable  to  bearer  on 
demand  ;  and  it  is  perfectly  legal  at  Common  Law  for  any  per- 
son whatever  to  issue  promissory  notes  payable  to  bearer  on 
demand. 

Now,  the  sole  monopoly  granted  to  the  Bank  of  England  by 
this  clause  is,  that  during  the  continuance  of  its  Charter  no 
partnership  exceeding  six  persons  in  England,  should  issue  Notes 
payable  on  demand,  or  at  any  less  time  than  six  months  after 
issue.  All  other  kinds  of  banks  and  methods  of  banking  are  left 
absolutely  free  and  untouched. 

There  is  not  a  syllable  in  this  clause  to  prevent  Joint  Stock 
Banks  being  formed,  which  should  not  issue  notes,  or  Notes 
payable  at  six  months  after  issue. 

And  there  is  absolutely  nothing  whatever  to  prevent  any  bank 
in  any  other  part  of  the  world,  in  Scotland,  Ireland,  France, 
Russia,  or  America,  from  opening  a  branch  in  London  and  doing 
all  sorts  of  banking  business,  except  only  issuing  Notes  payable 
at  less  than  six  months  after  issue. 

73.  In  September,  1745,  the  rebellion  in  Scotland  seemed  to 
be  assuming  formidable  proportions.  The  Chevalier  captured 
Edinburgh,  and  this  news  produced  a  run  upon  the  Bank,  partly 
caused,  it  is  said,  by  the  friends  of  the  Prince,  both  to  get  money 
to  assist  him,  as  well  as  to  embarrass  the  Government.  Bank 
notes  fell  to  a  discount  of  10  per  cent.    A  meeting  of  merchantfl 
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immediately  took  place^  and  1^600  of  the  moet  eminent  came  to 
a  resolution^  on  the  26th,  pledging  themselyes  to  support  the 
credit  of  the  Bank  notes.  It  also  said  that  the  Directors  adopted 
the  same  expedient  on  this  occasion,  which  had  been  so  success* 
ful  in  1720,  of  paying  in  sixpences. 

74.  In  1746  the  Ministry  were  again  in  difficulties,  from  the 
political  disturbances  in  the  preceding  year,  and  they  were 
obliged  to  apply  for  assistance  to  the  Bank.  The  proprietors 
authorised  the  directors  to  cancel  £986,000  of  Exchequer  bills, 
upon  receiving  an  annuity  of  4  per  cent.,  and  to  create  new  stock 
for  that  purpose.  TUs  increased  the  paid-up  capital  to 
£10,780,000,  which  was  not  further  augmented  till  1782.  In 
1750  the  interest  upon  £8,486,000  of  the  debt  due  to  them  from 
Oovemment  was  reduced  to  3  per  cent. 

75.  In  1759,  the  Bank  began  to  issue  notes  for  £15 
and  £10. 

76.  It  is  a  favourite  doctrine  with  some  persons  that  it  is 
impossible  to  have  an  undue  extension  of  credit  with  a  purely 
metallic  basis,  and  that  an  improper  issue  of  bank  notes  is  the 
sole  cause  of  too  great  an  expansion  of  credit.  Just  as  if  the 
currency  being  made  of  metal  could  prevent  people  from  giving 
their  "promise  to  pay,"  and  buying  up  goods  on  speculation. 
The  year  1763  is  remarkable  as  among  the  first  of  those  great 
eras  of  commercial  distress  and  prostration,  caused  by  too  great 
an  expansion  of  credit.  And  these  disasters  took  place  where 
there  was  no  currency  at  all  but  what  represented  bullion — 
Hamburg  and  Amsterdam.  The  progress  of  the  seven  years' 
war  had  probably  encouraged  great  speculation  among  the 
continental  merchants,  which  involved  those  connected  with 
them  in  ruin  when  peace  came.  Two  brothers  at  Amsterdam, 
named  Neufville,  were  among  the  principal  merchants  and 
speculators  who  had  connections  all  over  the  continent.  At 
length  their  embarrassments  became  so  great  that  the  bankers 
at  Amsterdam  could  no  longer  support  them,  and  they  failed  for 
upwards  of  330,000  guineas,  on  the  29th  July,  1763.  Before  the 
news  of  their  actual  stoppage  reached  Hamburg,  the  bankers 
of  that  town  were  thrown  into  the  greatest  consternation  by 
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hearing  that  it  was  intended  at  Amsterdam  to  allow  the 
Neufvilles  to  fail.  On  the  4th  August,  1763,  the  bankers  at 
Hamburg  met  to  consider  how  the  tottering  state  of  credit  in  that 
town  was  to  be  supported,  when  they  say — 

"  We  received  a  fatal  express  with  the  terrible  news  that  you, 
the  gentlemen  of  Amsterdam,  would  leave  the  Neufvilles  to  sink, 
by  which  we  were  all  thunderstruck;  never  dreaming  that  so 
many  men  in  their  senses  in  your  city  could  take  such  a  step — a 
step  which  will  infallibly  plunge  all  Europe  into  an  abyss  of 
distress,  if  not  remedied  by  you  whilst  it  is  time.  We,  there- 
fore, send  this  circular  and  general  letter  to  you  by  an  express, 
to  exhort  and  conjure  you,  as  soon  as  you  receive  this,  to  under- 
take still  to  support  the  Neufvilles  by  furnishing  what  money 
they  want,  and  giving  them  two  or  three  persons  of  unquestion- 
able probity  and  skill  for  curators,  that  their  affairs  and  their 
engagements  may  be  concluded  and  terminated,  without  causing 
a  general  ruin,  which  will  otherwise  infallibly  happen.  If  you 
do  not,  gentlemen,  we  hereby  declare  to  you,  that  our  resolution 
is  taken,  that  is  to  say,  that,  although  were  present  a  very  respect- 
able body  of  rich  and  respectable  men,  we  have  unanimously 
resolved  to  suspend  our  own  payments,  as  long  as  we  shall  judge 
it  proper  and  necessary,  and  that  we  shall  not  acquit  them,  or  the 
counter-protests  that  shall  come  from  you,  or  any  whatever. 

"  This  is  the  resolution  we  have  unanimously  tixken,  and  from 
which  we  will  not  depart,  happen  what  will.  The  fate  of  the 
general  commerce  of  all  Europe  is  at  present  absolutely  in  your 
hands  ;  determine,  gentlemen,  whether  you  should  crush  it  totally, 
or  support  it." 

Tlie  letter,  however,  came  too  late  to  exercise  any  influence,  as 
the  Neufvilles  had  been  allowed  to  fail  six  days  before.  A 
general  failure  took  place,  eighteen  houses  immediately  stopped 
payment.  A  much  gi*eater  number  in  Hamburg  immediately 
followed,  and  no  business  was  for  some  time  transact-ed  but 
for  ready  money.  The  faihires  were  equally  general  in  many 
others  of  the  chief  cities  of  Germany.  A  conspicuous  example 
that  credit  may  be  just  as  easily  abused  under  a  metallic  cur- 
rency, as  under  a  paper  one.  This  crisis  extended  to  England, 
and  Smith  says  that  the  Bank  made  advances  to  merchants  to 
the  amount  of  a  million. 
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77/  In  1764  the  Bank's  Charter  expired.  The  terms  of 
renewal  were  an  absolute  gift  of  £110,000  to  the  nation,  and  a 
loan  of  £1,000,000  on  Exchequer  bills  for  two  years  at  3  per 
cent,  interest.  The  charter  was  then  renewed  on  these  terras  till 
twelve  months'  notice  after  1st  August,  1786,  and  the  repayment 
of  the  Government  debt. 

78.  In  1772  the  first  of  those  great  commercial  panics  took 
place,  in  which  the  Bank  was  called  upon  to  take  a  prominent 
part  in  supporting  commercial  credit.  The  preceding  two  years 
had  been  distinguished  by  the  most  extravagant  overtrading. 
On  the  10th  June,  1772,  Heale  and  Co.,  Bankers,  in  Thread- 
needle  Street,  stopped  payment,  involving  several  others.  The 
Bank  of  England  and  some  merchants  came  forward  to  support 
credit,  which  had  the  appearance  for  a  few  days  of  being 
successful ;  but  in  ten  days'  time  a  general  crash  ensued.  The 
whole  city  was  in  consternation,  there  had  not  been  such  a  pro- 
spect of  general  bankruptcy  since  the  South  Sea  scheme.  By 
the  measures  taken  the  panic  was  at  length  allayed,  but  the 
bankruptcies  of  that  year  amounted  to  the  unprecedented  num- 
ber of  525.  These  speculations  had  been  general  throughout 
Europe,  and  in  1773  the  crash  extended  to  Holland.  About  the 
beginning  of  the  year,  the  failures  of  that  country  were  of  so 
alarming  a  nature,  and  so  extensive  in  their  influence,  as  to 
threaten  a  mortal  blow  to  all  public  and  private  credit  through- 
out Europe.  They  were  caused  by  great  speculative  dealings  in 
trade,  as  well  as  in  the  public  funds  of  different  countries,  and 
the  losses  were  estimated  at  £10,000,000. 

79.  During  the  course  of  this  century,  the  coinage  was  pro- 
gressively deteriorating,  and  a  Committee  of  the  House  of 
Commons  reported,  that  on  a  considerable  amount  of  the  gold 
coinage,  the  deficiency  was  about  9  per  cent.;  in  the  year  1774, 
the  great  re-coinage  was  ordered.  The  market  price  of  gold  well 
illustrates  this  deterioration — 
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And  it  continned  at  this  rate  till  September,  1797. 

80.  The  next  renewal  of  the  charter  was  in  1781,  when,  npon 
the  Bank's  advancing  £2,000,000  at  3  per  cent,  interest  for  three 
years,  the  charter  was  renewed  tiU  twelve  months'  notice  after 
the  1st  Angnst,  1812,  and  the  payment  of  the  public  debt.  In 
the  next  year  a  call  of  £8  per  cent,  on  the  cajMtal  produced 
£862,000,  and  the  paid-up  capital  of  the  Bank  was  £11,642,400. 
The  renewal  of  the  charter  five  years  before  its  expiry  excited 
very  keen  discussion.  The  Ministry,  however,  eulogised  the 
eminent  public  services  the  Bank  had  rendered  for  ninety  yeara^ 
and  warmly  deprecated  any  attempt  to  interfere  with  its  privi- 
leges. They  carried  their  plan  by  a  majority  of  109  to  30. 
Considering  that  the  3  per  cents,  were  then  at  58,  the  offer  of 
the  Bank  was  a  very  great  accommodation  to  the  State. 

81.  The  termination  of  the  seven  years'  war  took  place  in 
17G8,  when  it  is  usually  said  that  this  nation  finally  took  that 
rank  in  the  scale  of  nations  which  she  at  present  holds.  After 
long  and  doubtful  contests,  in  which  victory  often  trembled  in 
the  balance,  the  star  of  England  triumphed  over  that  of  France, 
both  in  the  East  and  in  the  West.  Coincidently  with  this,  the 
industrial  energies  and  mechanical  genius  of  the  nation  buret 
forth  with  unparalleled  splendour.  Previously  to  this  time, 
Great  Britain  was  probably  more  backward  in  great  public 
works  than  any  State  in  Europe.  She  could  show  nothing  that 
could  be  compared  with  the  great  French  and  Spanish  engineer- 
iug  works.  The  first  canal  in  France  preceded  the  first  canal  in 
England  by  150  years.  The  great  canal  of  Languedoc  was 
completed  upwards  of  half  a  century  before  the  smallest  canal 
was  begim  in  England.  And  Spain  had  preceded  Fmnce  by 
three  quarters  of  a  century.    She  owes  the  canal  of  the  Ebro  to 
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the  genius  of  Charles  V.  In  Italy,  Gerbert,  the  morning  star  of 
modern  literature  and  science,  was  famous  for  his  hjdraulio 
works  in  999.  And  those  of  Lombardj,  executed  in  the  eleventh 
century,  are  stiU  the  admiration  of  modern  engineers.  The  first 
Act  for  a  work  of  this  nature,  however  small,  in  England,  was 
passed  in  1755.  Facility,  quickness,  and  cheapness  of  transit 
are  the  very  foundations  of  commercial  greatness.  Brindley,  the 
father  of  the  modern  commercial  greatness  of  England,  com- 
pleted the  canal  from  Worsley  to  Manchester  in  1762.  This 
was  as  prodigious  a  stride  in  advance  of  the  age  as  the  opening 
of  the  railway  from  Manchester  to  Liverpool  was  in  its  day. 
The  success  of  this  was  triumphant.  Then  commenced  the  great 
era  of  canal  making.  Within  25  years  the  country  was  covered 
with  a  network  of  canals  such  as  no  other  couittry  in  Europe, 
but  Holland,  can  boast.  Taking  into  consideration  the  compara- 
tive wealth  of  the  country  at  the  two  periods,  the  period  from 
1770  to  1795  was  fully  as  wonderful  an  effort  in  canal-making,  as 
the  period  from  18B0  to  1855  was  in  railway  making.  Con- 
currently with  this  prodigious  extension  of  the  facilities  of 
transport,  an  equal  extension  of  the  powers  of  production  took 
place.  It  would  almost  seem  like  a  dispensation  of  Providence 
that  at  this  particular  period  such  an  extraordinary  outburst  of 
mechanical  genius  took  place.  It  would  almost  seem  that  these 
three  men,  Brindley,  Arkwright,  and  Watt,  were  specially  raised 
up  by  Providence  to  elaborate  those  miraculous  resources,  which 
it  is  impossible  to  doubt,  carried  this  country  triumphantly 
through  that  terrific  contest  which  was  then  just  about  to  burst 
upon  the  w(^ld. 

82.  It  was  just  at  this  period  that  the  original  sin  of  the 
monopoly  of  the  Bank  of  England  began  to  tell  with  full  force 
upon  the  country.  Now  were  the  seeds  of  future  ruin,  misery, 
and  desolation  sown  broadcast  throughout  the  land.  The  pro- 
digious development  of  all  these  industrial  works  demand^  a 
great  extension  of  the  Currency  to  carry  them  on.  What  was 
required  was  to  have  banks  of  undoubted  wealth  and  solidity  to 
issue  such  a  Currency.  Bank  of  England  notes  had  no  circula- 
tion beyond  London.  Its  monopoly  prevented  any  other  great 
banks  being  formed,  either  in  London  or  the  country,  and  it 
would  not  extend  its  branches  into  the  country.  Scotland  at 
2  F  2 
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this  time  possessed  three  great  and  powerful  Joint  Stock  Banks, 
and  it  was  just  at  this  period  that  they  began  successfully  to 
extend  their  branches  into  the  country.  England  required  to 
have  a  Currency,  and,  as  it  could  not  have  a  good  one,  it  had  a 
bad.  Multitudes  of  miserable  shopkeepers  in  the  country, 
grocers,  tailors,  drapers,  started  up  like  mushrooms  and  turned 
bankers,  and  issued  their  notes,  inundating  the  country  with  their 
miserable  rags.  Burke  says  that  when  he  came  to  England 
in  1750  there  were  not  twelve  bankers  out  of  London;  in 
1793  there  were  nearly  400.  In  1775  an  Act  was  passed  to 
prohibit  bankers  issuing  notes  of  less  than  208.,  and  two 
years  afterwards  of  less  than  £5.  It  is  no  doubt  true,  that 
many  of  the  most  respectable  banking  firms  of  the  present 
day  also  took  their  rise  at  this  time,  but  they  were,  compara- 
tively speaking,  few.  The  great  majority  were  such  as  we  have 
described  above. 

83.  The  state  of  the  foreign  exchanges,  and  the  condition  of 
coinage  about  this  period,  offer  many  instructive  examples  of  the 
truth  of  the  principles  laid  down  in  the  chapter  on  Exchanges, 
but  we  shall  reserve  them  till  we  come  to  the  consideration  of 

the  Bullion  Report,  when  they  will  be  fully  discussed. 

84.  In  1782  the  unhap])y  war  with  America  was  fortunately 
terminated,  and  immediately  a  prodigious  extension  of  the  foreign 
commerce,  which  had  been  previously  unusually  restricted,  took 
place.  The  enormous  markets  thrown  open  to  the  merchants 
led  to  the  most  extravagant  overtrading,  which  was  greatly 
fostered  by  the  most  incautious  issues  from  the  Bank,  and  a 
very  alarming  drain  of  specie  from  the  Bank,  which  produced 
a  crisis,  threatening  to  compel  them  to  stop  payment.  The 
directors,  however,  considered  that  if  they  could  only  restrain 
their  issues  for  a  short  period,  the  returns  in  specie  in  payment 
of  the  exports  would  soon  set  in  in  a  more  rapid  manner  than 
they  went  out.  They  determined,  therefore,  to  make  no  com- 
munication to  the  Government,  hut  for  the  present  to  contraci 
tfieir  issues  until  the  exchanges  turned  in  their  favour. 
The  alarm  felt  by  the  Bank  wjis  greatest  in  the  month  of  May, 
1783,  They  then  refused  to  make  any  advances  to  Government 
on  the  loan  of  that  year,  but  they  did  not  make  any  demand  for 
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payment  of  the  other  advances  to  Grovemment,  which  were  then 
between  nine  and  ten  millions.  They  continued  this  policy  up 
to  October,  when  at  length  the  drain  had  ceased  ftx)m  the 
country,  and  money  had  begun  to  flow  in  from  abroad.  At 
length,  in  the  autumn,  when  the  favorable  signs  began  to  appear, 
they  advanced  freely  to  Government  on  the  loan,  although  at 
that  time  the  cash  in  the  Bank  was  actually  lower  than  at  the  time 
when  they  felt  the  greatest  apprehensions.  It  was  then  reduced 
to  £473,000. 

85.  The  doctrine  then  stated  by  Mr.  Bosanquet,  that  guided 
the  directors,  was  this — ^That  while  a  drain  of  specie  is  going 
on,  their  issues  should  be  contracted  as  much  as  possible,  but  that 
as  soon  as  the  tide  had  given  signs  of  ceasing,  and  turning  the 
other  way,  it  was  then  safe  to  extend  their  issues  freely.  This 
was  the  policy  they  acted  upon,  and  it  was  entirely  successfid, 
and  the  credit  of  the  Bank  was  saved. 

86.  The  period  succeeding  the  American  war  was  one  of  great 
apparent  prosperity  throughout  Europe.  People  firmly  believed 
that  all  wars  were  come  to  an  end,  and  the  reign  of  perpetual 
peace  had  begun.  The  fierce  enthusiasm  which  had  distracted 
Germany  for  so  many  years  with  religious  wars,  had  abated,  and 
the  despotic  sovereigns  of  that  country,  with  no  apparent  object 
of  terror,  had  become  sensibly  milder  in  their  administration. 
The  Press  had  attained  unwonted  freedom.  To  the  unobserving 
eye,  nothing  betokened  any  symptoms  of  disturbance ;  and  the 
writings  of  philosophers  propagated  the  belief  that  the  indefinite 
progress  of  human  perfectibility  was  at  hand.  Europe  was  at 
last  roused  from  its  dream  of  security  by  the  terrific  progress  of 
the  French  Revolution. 

87.  Mr.  Tooke  states,  from  his  own  personal  recollection,  that 
there  had  been  an  enormous  and  undue  extension  of  commercial 
speculation,  not  only  in  the  internal  trade  and  banking  of  this 
country,  but  also  throughout  Europe  and  the  United  States,  for 
some  years  previous  to  1792.  The  amount  of  bank  notes  in  cir- 
culation^ which  was  under  six  millions  in  1784,  had  increased  to 
nearly  eleven  millions  and  a  half  in  1792.  At  length,  in  the 
autumn  of  1792,  commercial  failures  began  both  here  and  abroad. 
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as  well  as  in  America.    The  ayerage  of  bankraptcies  during  (be 
first  ten  months  had  been  50,  in  November,  they  suddenly  rose 
to  105.    This  nnnsnal  nnmber  created  much  uneasiness,  bat  they 
diminished  greatly   in  December.      In  January,  17^8,  they  rose 
again.    The  French  Revolution  was  now  advancing  with  rapid 
strides ;  the  King  had  been  a  prisoner  ever  since  the  10th  August. 
In  November  the  Convention  published  what  was  tantamonnt  to 
a  declaration  of  war  against   every  established  Government  in 
Europe.     Great  Britain  thought  it  time  to  arm.    The  militia 
were  called  out,  and  on  the  13th  December  Parliament  met,  and 
the  King  called  the  attention  of  the  Houses  to  the  increasing 
political  ferment  in  the  country,  which  had  shown  itself  in  acts 
of  riot  and  insurrection.      He  said  that  the    agitators    were 
evidently  acting  in  concert  with  persons  abroad,  and  that  it  was 
impossible  to  see,  without  the  most  serious  uneasiness,  the  evident 
intention  of  the  French  to  excite  disturbances  in  foreign  countries 
wholly  contrary  to  the  law  of  nations.    Under  these  circmnstances 
it  became  necessary  to  augment  the  military  and  naval  forces 
of  the  country.      An  angry  correspondence  between   the   Go- 
vernments infiamed  the  passions  of  both  nations,  and,  on  the 
execution   of  the  King,  the   British   Government  expelled  the 
French  Ambassador,  and  the  Convention  instantly  declared  war. 
The  declaration   of  war,  though  it  must  evidently  have   been 
foreseen,  gave  a  shock  to  credit,  which  was  already  staggering. 
On  the  1 5th  February,  a  house  of  considerable  magnitude,  deep 
in  com  speculations,  failed,  and  on  the  19th,  the  Bank  refused  the 
paper  of  Lane,  Son,  and  Fraser,  who  stopped  next  morning  to  the 
amount  of  nearly  one  million,  involving  a  great    number  of 
other  respectable  houses.     In  the  meantime,  the  panic  spread  to 
the   bankers.     It  began  at  Newcastle.     The  partners  in  the 
banks  at  Newcastle   were  opulent,  but  their  private  fortunes 
were  locked  up.    They  issued  notes  which  allowed  interest  to 
commence  at  some  months  after  date,  and  then  they  were  pay- 
able on  demand ;  when  the  run  came  they  were  unable  to  realise, 
and  stopped  payment.     The  panic  immediately  spread  through- 
out the  country.     It  was  computed  that  there  were  nearly  400 
country  Banks  at  that  time,  of  these  300  were  much  shaken,  and 
upwards  of  100  stopped  payment.     The  Banks  of  Exeter  and 
the  West  of  England  almost  alone  stood  their  ground.     They 
issued  notes  payable  at  20  days'  sight,  with  interest  commencing 
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from  the  date  of  the  note,  and  ceasing  on  the  day  of  acceptance. 
The  best  contemporary  anthorities  are  nnanimons«in  attributing 
this  terrible  disaster  to  the  inordinate  multiplication  and  reck- 
less operations  of  these  country  "  bankers/'  which  had  been  estab- 
lished in  almost  every  town  and  eyen  village  in  the  country. 

88.  This  great  pressure  extended  to  the  London  bankers  as 
well  as  the  country  ones.  One  of  them  says  that  the  extra- 
ordinary state  of  credit  had  obliged  every  person  connected  with 
trade  and  money  transactions,  to  gather  in  and  husband  every 
resource  to  meet  all  demands.  That  for  six  weeks  back  every 
man  of  money  and  resources  had  been  straining  every  nerve  to 
support  himself  and  immediate  friends,  and  could  not  give  that 
support  to  others  which  they  would  have  been  disposed  to  do. 
All  these  circumstances  naturally  produced  a  demand  on  the 
Bank  of  England  for  support  and  discounts.  But  the  Bank^ 
being  thoroughly  alarmed,  resolved  to  contract  its  issues: 
bankruptcies  multiplied  with  frightful  rapidity.  The  Grovem- 
ment  urged  the  Bank  to  come  forward  and  support  credit,  but 
they  resolutely  declined. 

89.  Sir  Francis  Baring^  greatly  blames  the  directors  for  their 
conduct  on  this  occasion.  He  says  that  they  at  first  accom- 
modated themselves  to  the  crisis,  but  their  nerves  could  not 
support  the  daily  demand  for  guineas,  and,  for  the  purpose  of 
checking  the  demand,  they  curtaUed  their  discounts  to  a  point 
never  before  experienced ;  and  that  if  they  determined  to  redu6e 
their  issues,  it  should  have  been  gradual.  Their  determination, 
and  the  extent  to  which  it  was  carried,  came  Uke  an  electric 
shock. 

90.  He  says  that  there  are  three  different  causes  for  a  great 
demand  for  guineas — 

1.  For  export. 

2.  For  the  purpose  of  hoarding,  from  want  of  confidence  in 
the  Oovemment,  and  in  the  circulating  paper. 

8.  To  enable  country  banks  to  discharge  their  demands 
whilst  confidence  in  the  Oovemment  and  in  the  bank  remained 
entire. 

>  Obtervationt  on  ihe  EitaUitkmetU  qftHe  Bank  qfEnf^and. 
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That  every  measoie  onght  to  be  taken  to  prerent  and  mitigal^' 
tlie  first  oana^  except  prohibiticm  or  bankruptcy.  We  may' 
reflerve  the  second  till  we  come  to  1797.  That  the  third  oa^ 
to  be  riewedy  not  with  indifference^  but  with  a  di^KMitioE  to 
spend  almost  tl^ir  last  guinea.  He  shews,  ttom  the  atate  oE 
&e  exchanges,  that  it  was  qnite  impossible  the  guineaa  oonld 
have  left  the  country,  as  the  loss  on  exporting  them  to  Amster- 
dam was  £8  6s.  8d.,  and  to  Hamburg  £4  2s.  6d.  per  cent.,  and 
it  was  notorious  that  large  quantities  of  gold  and  silver  mee& 
ocmiing  in  from  France.  The  cause  of  this  was  the  coiitiniied 
depreciation  of  the  Assignats.  Tinder  tiiese  circomstancesy  he 
Bays  that  the  directors  acted  qnite  wrongly,  they  ought  to  have 
■een  that  the  guineas  would  have  very  soon  come  back  to  tfaem,; 
and  that  they  ought,  in  Act,  to  have  fi)Uowed  the  precedent  oi 
1788,  which  bad  been  so  successfuL 

-9 

91.  When  the  Bank  adopted  this  perverse  course,  universal 
fiulure  seemed  imminent.  Sir  John  Sinclair  remembered  the 
pireoedent  of  1697,  wl^n  Montague  had  sustained  public  cfe^t 
by  an  issue  of  Exchequer  bills,  and  diought  that  a  similar  jdan 
might  be  followed  in  this  crisis.  The  Minister  desired  him  to 
propose  a  scheme  for  the  purpose,  which  he  presented  on  the 
16th  April.  A  Commifctee  of  the  House  of  Commons  was  imme- 
diately appointed.  In  the  meantime,  a  director  of  the  Royal 
Bank  of  Scotland  came  np  with  the  most  alarming  news  from 
Scotland.  The  public  banks  were  wholly  unable,  with  due  regard 
to  their  own  safety,  to  furnish  the  accommodation  necessary  to 
support  commercial  houses,  and  the  country  bankers.  That 
unless  they  received  immediate  assistance  from  Government, 
general  failure  would  ensue.  Numerous  houses,  who  were  per- 
fectly solvent,  must  fall,  miless  they  could  obtain  temporary 
relief.  Mr.  Macdowall,  M.P.  for  Glasgow,  stated  that  the  com- 
mercial houses  and  manufactories  there  were  in  the  greatest 
distress  from  the  total  destruction  of  credit.  That  this  distress 
arose  from  the  refusal  of  the  Glasgow,  Paisley,  and  Greenock 
banks  to  discount,  as  their  notes  were  poured  in  upon  them 
for  gold. 

92.  The  Committee  reported  that  the  general  embarrassment 
of  commercial  credit  was  so  notorious  as  to  call  for  an  immediate 
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remedy,  withont  mach  examination.  That  the  iBilares  which 
had  taken  place  had  begnn  with  a  rnn  on  those  houses  that 
issned  circulating  paper  without  sufficient  capital,  but  had  ex- 
tended so  as  to  affect  many  houses  of  great  solidity,  and  possessed 
of  funds  ultimately  much  more  than  sufficient  to  answer  all  de- 
mands upon  them,  but  which  could  not  convert  those  funds  into 
money  in  time  to  meet  the  pressure.  That  the  sudden  discredit 
of  so  large  an  amount  of  bankers'  notes  had  produced  a  most  incon- 
venient deficiency  of  the  circulating  medium.  These  circum- 
stances had  caused  bankers  to  hoard  to  a  great  extent.  That 
unless  a  circulating  medium  was  provided,  a  general  stoppage 
must  take  place.  That  they  had  requested  a  number  of  the 
most  eminent  merchants  to  meet  and  consider  a  plan  of  issuing 
Exchequer  bills  to  a  certain  amount,  under  proper  regulations, 
who  had  unanimously  agreed  in  the  propriety  of  such  a  course, 
as  the  best  remedy  that  could  be  devised. 

93.  The  Committee  recommended  that  Exchequer  bills  to  the 
amount  of  £5,000,000  should  be  issued  under  the  directions  of  a 
board  of  conmiissioners  appointed  for  that  purpose,  in  sums  of 
£100,  £50,  and  £20,  and  under  proper  regulations.  After  con- 
siderable doubts  were  expressed  by  Mr.  Fox  and  Mr.  Grey,  as  to 
the  policy  of  this  extraordinary  measure,  which  was  unknown  to 
the  constitution  and  might  subvert  our  liberties,  the  bill  passed. 

94.  No  sooner  was  the  Act  passed  than  the  Committee  set  to 
work.  A  large  sum  of  money,  £70,000,  was  sent  down  to 
Manchester  and  Glasgow  on  the  strength  of  the  Exchequer 
bills,  which  were  not  yet  issued.  This  unexpected  supply, 
coming  so  much  earlier  than  was  expected,  operated  like  magic, 
and  had  a  greater  effect  in  restoring  credit  than  ten  times  the 
sum  could  have  had  at  a  later  period. 

95.  When  the  whole  business  was  concluded,  a  report  was 
presented  to  the  Treasury.  It  stated  that  the  knowledge  that  the 
loans  might  be  had  operated,  in  many  instances,  to  prevent  them 
being  required.  The  whole  number  of  applications  was  838, 
and  the  sum  applied  for  £3,855,624,  of  which  238  were  granted, 
amounting  to  £2,202,000;  45  for  sums  to  the  amount  of 
£1,215,100  were  withdrawn,  and  49  rejected.    The  whole  sum 
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idvanced  uriafl  repaid;  two  only  of  ihe  partMB  aflBisted  beoaoio 
bankrapt^  all  the  otiheni  were  ultimately  solYent^  aad  in  mttny 
iiuitaiioes  possetted  of  great  property.  A  oonfliderable  part  of 
the  sum  was  repaid  bef<«e  it  was  doe,  and  all  the  rest  with  the 
ntmoat  pnnctaality.  So  much  Bcrapoloiis  oare  waa  takea  to 
.preaerve  aecreqr  as  to  the  names  of  the  applicaal8»  that  they 
were  not  known  to  that  hour  except  to  the  Gommissianfin  and 
their  own  soretieB.  After  all  ezpenser  were  paid,  tke  trans- 
jkction  left  a  dear  profit  to  the  Goyemment  of  £4^848. 

96»  Whatever  were  the  prognostioationB  of  its  ftitilify  and 
danger  before  it  was  doDfi^  its  sacoess  was  perfect  and  toaxflUb^ 
The  contemporary  writers  all  bear  witness  to  the  extrac^dinaiy 
eflbots  produced.  Macpherson  says  that  the  very  intimatioa  of 
the  intention  ^  the  L^;islatiire  to  snpport  the  merdhantB^ 
operated  like  a  charm  all  over  the  ooDnti7,  and  in  a  great 
degree  saperseded  the  necessity  of  the  relief  by  an  afanost 
instantaneons  restoration  of  confidence.  Sir  Franoia  Baring 
concurs  in  this  view,  and  addnees  the  remarkable  socoesa  of  the 
measore  as  an  argmnent  to  shew*  the  mistakfin  pdicj  of  the 
Bank.  The  panic  was  at  length  happily  staid.  The  fisdhires  up 
to  July  had  been  982,  in  the  remaining  five  months  they  were 
reduced  to  872.  The  gold  continued  to  flow  in,  and  in  the  last 
six  months  of  1798,  and  during  the  two  foUowing  years,  money 
became  as  plentlM  as  in  time  of  peace,  and  4  per  cent,  interest 
could  scarcely  be  got. 

97.  All  contemporary  writers  bear  witness  to  the  wonderful 
success  of  this  expedient.  After  careful  deliberation  tiie  Bullion 
Report  warmly  approved  of  it,  censured  the  proceedings  of  the 
Bank  of  England,  and  especially  cite  it  as  an  illustration  of  a 
principle  which  they  laid  down,  that  an  enlarged  accommodation 
is  the  true  remedy  for  that  occasional  &ilure  of  confidence  in  the 
country  districts  to  which  our  system  of  paper  credit  is  unavoid- 
ably exposed. 

98.  Notwithstanding  all  this  weight  of  testimony  in  favor  of 
the  happy  effects  of  this  measure,  some  rigid  doctrinaires  aft^* 
wards  condenmed  the  proceedings  as  a  violation  of  the  troe 
principles  of  Political  Economy.     Even  some  who  helped  to 
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devise  it  changed  their  opinion  afterwards  npon  the  subject. 
Thus,  Lord  Sidmoath,  in  1811,  observed  that  he  was,  npon 
consideration,  inclined  to  donbt  of  its  wisdom  and  policy.  Lord 
Qrenville  also  said,  that  from  experience  and  reflection  he  wag 
convinced  the  measure  was  founded  on  wrong  policy ;  as  one  of 
those  who  were  concerned  in  the  measure,  he  was  perfectly 
ready  to  avow  his  error,  for  he  was  perfectly  satisfied  in  his 
own  mind  that  it  was  unwise  and  impolitic. 

99.  It  appears  to  us  that  the  reply  to  these  objections  is  short 
and  simple.  In  the  first  place,  if  it  were  a  violation  of  the  true 
principles  of  Economics,  it  immediately  resolves  itself  into  a 
question  of  loss  of  capital.  It  is  quite  easy  to  shew  that  all  great 
errors  in  Economics  are  destructive  of  capital.  They  may 
be  estimated  in  money.  Was  this  measure  a  pecuniary  loss 
to  the  country?  But  what  would  have  been  the  loss  to  the 
country  if  it  had  not  been  adopted  ?  Who  can  estimate  the 
destruction  of  capital  that  would  have  ensued  in  the  general 
wreck  of  public  credit?  It  might  have  endangered  the  safety 
of  the  State.  But  there  are  other  arguments  which  appear  to 
us  to  be  conclusive  as  to  its  propriety.  The  general  loss  of 
credit  was  chiefly  caused  by  a  thorough  waut  of  confidence  in 
the  Currency  of  the  country.  The  miserable  notes  of  the  ma- 
jority of  bankers  were  utterly  blown  upon.  The  great  desider- 
atum was  a  sound  Currency.  Now,  what  was  it  that  caused 
such  an  unsafe  Currency  to  be  in  circulation  ?  It  was  nothing 
but  the  unjustifiable  monopoly  of  the  Bank  of  England.  It  was 
this  monopoly,  which  was  itself  the  most  flagrant  violation  of  the 
true  principles  of  Economics,  which  caused  the  bad  character  of 
the  Currency.  Consequently,  the  measure  of  the  Government 
in  providing  a  Currency  in  which  people  would  have  confidence, 
was  merely  a  correction  of  the  error  which  had  produced  these 
deplorable  results.  An  undesirable  one,  it  may  be,  but  yet  no 
better  one  was  possible  under  the  circumstances. 

100.  It  was  about  this  period,  though  we  have  not  been  able 
to  ascertain  the  exact  date,  nor  is  it  at  all  material,  that  London 
bankers  discontinued  the  issue  of  their  own  Promissory  Notes,  and 
confined  themselves  exclusively  to  paying  the  Cash  Notes,  or 
Cheques,  of  their  customers  drawn  upon  themselves.    From  this 


pemd  Londoii  baoken  entiiely  oeioed  (o  iastie  NoteB,  ihoagh  thej: 
wore  ii0?er  forbidden  to  do  so  until  the  Bank  CSiarter  Act  of 
1844.  The  poblio  notions  aboat  ''banking/'  as  we  have  se^ 
were  so  ezdnsiyely  directed  to  issning  Notes,  that,  when.  Parlia- 
ment intended  to  confer  a  monopoly  on  the  Bank  of  England,  it 
oensidered  it  sofficient  to  forbid  any  Bank  of  more  than  six 
{MKrtnen  fhun  issuing  Notes;  and  for  a  yjeiy  considerable  time  it 
did  hare  that  eflfect.  Bat  when  London  bankers  disooTerei) 
that  tiiej  conld  perfectly  well  carry  on  their  business  withoat 
ttsning  Noies,  there  was,  of  coarse,  nothing  to  prevent  a  Joint 
Stock  Bank  from  carrying-on  bnsiness  by  the  same  method 
By  a  ftrtonato  accident,  the  q>portanity  which  this  mettiod 
aflbrded  of  drcamventing  the  monopoly  of  the  ,Bank,  was  not 
d&Mxyyered  till  many  years  afterwards.  If  it  had  been,  ttiere 
cannot  be  a  donbt  bat  that  Parliament  woold  hare  pat  it  down 
•nsty  qoickly.  When  it  wasdiB007ered,tiieageof  sadi  monopolies 
liad  passed  away,  and  the  demand  of  the  Bank  to  have  it  pro? 
Tided  against  was  reftased. 

v.:  101.  Sir  Francis  Baring  and  Mr.  Tooke  both  agree  in  saying 
that  nothing  conld  be  more  satisfactory  than  the  financial  con- 
dition of  the  country  during  1794  and  part  of  1795.  Both 
agree  that  the  circumstances  of  the  embarrassments^  which  led 
to  the  catastrophe  of  1797,  began  in  the  latter  part  of  the  year 
1795.  Mr.  Tooke  places  the  commencement  rather  earlier  than 
Sir  F.  Baring.  He  states  that  the  winter  of  1794-5  was  one  of 
the  severest  on  record,  and  that,  in  the  spring  or  summer  of 
1795,  apprehensions  began  to  be  felt  for  the  growing  crops. 
The  prices  of  all  sorts  of  com  advanced  rapidly.  The  spring  of 
1795  was  very  cold  and  backward,  the  summer  wet  and  stormy, 
and  the  harvest  unusually  late.  Under  these  circumstances, 
wheat,  which  was  at  55s.  in  January,  reached  108s.  in'  August. 
•The  same  scarcity  was  general  throughout  Europe  and  America. 
France  was  in  a  still  worse  position  than  England,  and  the 
Government,  still  further  to  embarrass  her  and  afford  relief  to 
this  country,  seiaed  all  neutral  vessels  laden  with  com,  bound 
for  France ;  it  also  employed  agents  to  buy  corn  in  the  Baltic 
ports,  where  its  price  had  already  been  raised  greatly,  in  conse- 
quence of  large  purchases  on  account  of  the  French  Govern- 
ment. 
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102.  Sir  Francis  Baring  also  states  (p.  46)  that  the  method  in 
which  the  Government  contracted  the  loan  that  year  tended 
much  to  aggravate  the  evil.  He  says  that,  in  former  wars,  it 
had  been  usual  for  the  Government  to  contract  with  none  but 
the  most  respectable  monied  men,  who  had  the  undoubted  power 
to  fiilfil  their  engagements.  On  this  occasion,  the  Minister  con- 
tracted with  men  who  did  not  possess  those  powers,  and  in  order 
to  make  good  their  payments,  they  were  obliged  to  have  re- 
course to  operations  on  foreign  places,  which  deranged  the 
exchanges,  and  had  a  still  greater  effect  on  raising  the  rate  of 
interest  in  this  country. 

These  causes  alone  were  sufficient  to  create  a  monetary 
pressure,  but,  though  they  would  have  been  inconvenient,  there 
would  have  been  nothing  to  create  alarm  in  them.  They  were, 
however,  aggravated  and  intensified  by  other  circumstances, 
which  we  must  now  relate. 

103.  The  enormous  abuses  which  might  be  perpetrated  by  an 
unscrupulous  Government,  and  the  dangerous  power  whidb  so 
potent  an  Engine  as  the  Bank  of  England  would  confer  upon 
them,  had  been  clearly  foreseen  by  its  antagonists  at  the  time  of 
its  foundation,  and  had  inspired  them  with  a  well-grounded 
jealousy.  We  have  seen  that  stringent  precautions  were  taken 
in  the  first  Act  of  1G94  to  prevent  the  Bank  making  any 
advances  to  Government  without  the  express  permission  of 
Parliament.  It  had  been  the  custom,  however,  time  out  of  mind, 
to  advance  for  the  amount  of  such  Treasury  bills  of  exchange, 
as  were  made  payable  at  the  Bank,  to  the  amount  of  £20,000  or 
£30,000,  when  it  was  usual  for  the  Treasury  to  send  down 
orders  to  set  off  such  advances  against  the  accounts  to  which 
they  properly  belonged.  If  ever  these  advances  reached  £50,000 
it  was  a  subject  of  complaint.  In  the  American  war  these  limits 
had  been  much  exceeded,  and  sometimes  reached  £150,000. 
Mr.  Bosanquet  was  Governor  of  the  Bank  in  1793,  and  the 
legality  of  such  proceedings  excited  grave  doubts  in  his  mind, 
and,  after  consulting  with  his  brother  directors,  they  agreed  that 
it  was  a  serious  question  whether  the  penalties  provided  in  the 
Act  did  not  extend  to  such  transactions.  They,  therefore, 
thought  it  would  be  expedient  to  apply  to  the  Government,  to 
obtain  an  Act  of  indemnity,  to  relieve  them  firom  any  penalties 


ibej  might  hare  iDcorred,  and  to  pemit  such  kanaadiioxui  to  a 
Bmited  ^amount  Mr.  Boeanqnet^  who  ocmdiictod  the  negotiation 
with  Mr,  Pitt»  azpresdj  flays,  that  Mr.  Pitt  proposed  to  bring 
in  a  danse  which  should  indemnify  the  directon  to  advanoe 
"ia  a  UmiM  amount  He  sayst  that  it  was  originally  intended 
lliat  the  penalty  should  be  taken  off  only  in  case  the  adTanoe  on 
(E^rausory  bills  shonKI  be  restrained  within  a  limited  som.  This 
limited  amount  was  int^ded  to  be  fixed  at  £50,000  or  £100,000« 
lb.  Bosanqoet^  however,  then  went  ont  of  oflBee,  and  was  nnaUe 
ftriber  to  attend  to  the  negotiation.  Mr.  Pitt  was  modi  too 
keen  not  to  see  at  onoe  the  enormous  facilities  Gbvemment  would 
obtain  if  this  Act  were  passed.  Accordingly,  he  pressed  it 
(i|Qickly  through  Parliament,  but  he  took  care  to  omit  any  dianse 
of  limitation  (Statute  1798,  c  23).  Never  had  audi  a  fonnid- 
ftUe  ttigine  been  placed  in  the  .hands  of  a  Minister.  He  was 
now  armed  with  an  unbounded  power  of  drawing  i^n  the 
Bank,  with  nothing  to  restrain  him,  unless  the  directors  dxnild 
take  the  audacious  step  of  dishonouring  his  Inlh.  The  Bank, 
henceforth,  was  almost  entirdy  at  his  mercy,  and  then  he 
plunged  headlong  into  that  reckless  career  of  scattering  Ei^^ 
gold  broadcast  over  Europe. 

104.  No  sooner  had  Mr.  Pitt  surreptitiously  obtained  this 
power  oyer  the  Bank,  than  he  set  all  bounds  of  moderation  at 
defiance,  and,  sore  of  being  able  to  command  unlimited  supplies 
"at  home,  he  proceeded  to  send  over  enormous  amounts  of  spede 
to  foreign  powers.  In  179B  the  subsidy  and  sums  paid  to 
foreign  emigrants  amounted  to  £701,475.  In  1794  the  foreign 
subsidies  were  £2,641,058 ;  in  1795  they  amounted  to  £6,258,140. 
Thus,  in  three  years,  the  sums  sent  abroad  amounted  to  upwards 
of  nine  millions  and  a  half.  These,  however,  were  not  the  totals 
of  the  specie  sent  abroad  on  other  accounts.  In  1798  it  was 
£2,715,282 ;  in  1794,  £8,885,592 ;  in  1795,  £11,040,286.  These 
great  remittances  had  the  inevitable  effect  of  making  the  foreign 
exchanges  adverse,  and  excited  the  greatest  alarm  in  the  Bank 
parlour.  At  the  same  time  that  this  great  drain  of  specie  was 
going  on,  the  Treasury  bills  increased  to  an  unpreoedented 
amount,  and  the  demands  for  accommodation  from  the  commer- 
cial world  were  equally  pressing.  Nothing  could  be  more  un- 
pleasant than  the  situation  of  the  Directors,  placed  between  these 
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powerfnl  parties  contending  for  accommodation,  which  it  was 
daily  becoming  less  in  their  power  to  give.  So  early  as  the  11th 
December,  1794,  the  directors  foresaw  the  ensuing  pressure,  and 
made  representations  to  Mr.  Pitt.  In  January,  1795,  it  became 
necessary  to  adopt  a  firmer  attitude,  and  on  the  15th  tbey  passed 
a  resolution,  that  with  a  foreign  loan  of  six  millions,  and  a  home 
one  of  eighteen  millions  about  to  be  raised,  the  Chancellor  of  the 
Exchequer  must  be  requested  to  make  his  financial  arrangements 
for  the  year,  without  requiring  further  assistance  from  them ;  and 
more  particularly,  that  they  could  not  aUow  the  adyances  on 
Treasury  biUs  at  any  one  time  to  exceed  £500,000.  Mr.  Pitt 
promised  to  reduce  them  to  that  amount  by  payments  out  of  the 
first  loan. 

105.  He,  however,  paid  little  regard  to  these  remonstrances ; 
and,  on  the  16th  April,  they  were  compelled  to  remind  him  that 
he  had  not  kept  his  promise  that  the  sum  should  be  reduced. 
They  told  him  that  they  had  come  to  a  resolution  that  they 
would  not,  in  future,  permit  the  advances  to  exceed  the  stipu- 
lated sum.  Mr.  Pitt  pretended  he  had  forgotten  the  circum- 
stance in  the  multiplicity  of  business,  and  promised  that  the  sum 
should  be  immediately  paid.  Nevertheless,  no  reduction  took 
place  in  the  amount;  another  remonstrance  was  equally  in- 
effectual, and  on  the  80th  July,  the  Directors  informed  him 
that  they  intended,  after  a  certain  day,  to  give  orders  to  their 
cashiers,  to  refuse  payment  of  all  bills,  when  the  amount  exceeded 
£500,000.  Mr.  Pitt  was  not  prepared  to  comply  with  the  request, 
and  on  the  6th  August  he  applied  to  them  for  another  advance 
of  two  millions  and  a  half,  but  thev  refused  to  take  his  letter 
into  consideration,  until  he  had  made  satisfactory  arrangements 
with  them  for  the  repayment  of  the  other  advances.  After  some 
further  communications,  they  agreed  to  the  loan  for  £2,000,000. 

106.  The  Act  of  Mr.  Pitt  had,  in  fact,  deprived  the  directors 
of  all  control  over  the  Bank.  The  foreign  exchanges  began  to 
fall  rapidly  towards  the  end  of  1794,  and  in  May,  1795,  had 
reached  such  a  depression  as  to  make  it  profitable  to  export 
bullion,  and  this  circumstance,  as  well  as  the  knowledge  that 
several  foreign  loans  were  in  progress,  should  have  warned  the 
directors  of  the  necessity  of  contracting  their  issues ;  such  was 
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the  course  laid  down  by  the  directors  in  1783.  Instead  of  that^ 
their  issues  were  grpatly  extended.  In  the  quarter  from  January 
to  March,  1795,  they  stood  higher  than  they  had  ever  done 
before^  though  we  must,  in  common  fairness,  acquit  the  directors 
of  the  whole  blame.  The  amount  of  their  issues  in  August,  1794, 
was  little  more  than  ten  millions ;  in  February,  1795,  it  had 
increased  to  fourteen  millions,  but  this  was  chiefly  caused  by  the 
bills  which  were  drawn  on  the  Treasury  on  behalf  of  foreign 
Governments,  which  were  made  payable  at  the  Bank.  The  di- 
rectors had  then  to  choose  between  endangering  their  own  safety, 
or  declaring  the  Government  bankrupt. 

107.  All  these  concurrent  causes  which  we  have  detailed, 
began  to  produce  their  full  effects  in  the  autumn  of  1795.  The 
drain  commenced  in  September,  and  proceeded  with  alarming 
rapidity.  On  the  8th  October,  the  Bank  made  a  formal  com- 
munication to  Government,  that  it  excited  such  serious  appre- 
hensions in  their  minds,  that  they  felt  it  an  absolute  necessity 
that  the  advances  to  the  (Government  must  be  diminished.  They 
reminded  him  of  the  warning  they  had  given  in  the  beginning 
of  the  year  as  to  the  danger  of  the  foreign  loans,  which  had 
been  fully  verified,  and  that  numerous  other  payments  must 
shortly  be  provided  for.  That  the  market  price  of  gold  was 
then  £4  4s.  per  ounce.  Under  these  circumstances,  the  Bank 
could  lend  no  further  assistance  to  the  Government.  On  the 
23rd  of  the  same  month,  the  directors  having  heard  rumoui's  of 
a  new  loan,  waited  on  Mr.  Pitt,  who  professed  that  he  had  not, 
at  present,  the  most  distant  idea  of  one.  On  the  18th  November, 
the  Governor  informed  Mr.  Pitt  that  the  drain  continued  with 
unabated  severity,  and  that  the  market  price  of  gold  was  £4  2s. 
per  ounce,  and  said  that  rumours  were  in  circulation  that  another 
loan  was  intended,  notwithstanding  Mr.  Pitt's  denial  of  it  so 
lately.  Mr.  Pitt  said  that  since  their  last  interview  the  successes 
of  tlie  Austrians  had  been  so  great  against  the  French,  that  he 
was  of  opinion  that  it  would  highly  conduce  to  the  common 
cause  to  aid  them  with  another  loan,  not  exceeding  £2,000,000, 
but,  he  added,  that  if  such  a  course  would  be  hazardous  to  the 
Bank,  every  other  consideration  should  be  overlooked,  and  the 
loan  abandoned. 
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108.  Parliament  met  on  the  29th  October,  in  the  midst  of 
great  public  excitement  and  dissatis&ction.  The  King  was 
saluted  with  loud  hootings  and  groanings,  and  volleys  of  stones 
were  flung  at  his  carriage,  as  he  went  to  open  the  Session.  The 
Speech  said  that  he  had  observed  for  some  time  past,  with  the 
greatest  anxiety,  the  very  high  price  of  grain,  and  that  this 
anxiety  was  much  increased  by  the  deficiency  of  the  harvest 
that  year.  A  Committee  of  the  House  of  Commons  was 
immediately  afterwards  appointed  to  consider  the  high  price  of 
com.  In  December,  the  House  came  to  strong  resolutions  as  to 
the  necessity  of  diminishing  the  consumption  of  wheat,  as  much 
as  possible,  and  the  members  of  both  Houses  signed  an  engage- 
ment to  diminish  the  quantity  by  at  least  one-third,  and  to  use 
their  influence  to  persuade  others  to  do  the  same;  and  an 
Act  was  passed  offering  heavy  bounties  for  the  importation  of 
com. 

109.  This  project  of  a  loan  going  on,  and  being  now  proposed 
to  be  £3,000,000,  the  Court  of  Directors,  after  a  very  solemn 
deliberation,  on  the  3rd  December,  came  to  the  unanimous 
resdution  that,  if  the  loan  proceeded,  they  had  the  most  cogent 
reasons  to  apprehend  very  momentous  and  alarming  consequences 
from  the  actual  effects  of  the  last  loan,  and  the  continued  drain 
of  specie  and  bullion.  In  answer  to  this  representation,  Mr.  Pitt 
solemnly  promised  them  that  he  should  lay  aside  all  thought  of 
it,  unless  the  situation  of  the  Bank  should  so  alter  as  to  render 
such  a  loan  of  no  importance  to  them. 

110.  The  directors  at  last  found  that  it  was  absolutely  neces- 
sary to  choose  between  making  the  Government  bankrupt,  and 
taking  stringent  measures  to  restrict  their  accommodation  to  the 
merchants.  They  resolved  to  fix  beforehand  the  amount  of 
advances  they  could  make  day  by  day,  and  gave  notice  that,  if 
the  application  on  any  day  exceeded  the  sum  so  resolved  to  be 
advanced,  ^pro  rata  proportion  of  each  applicant's  bills  should  be 
returned  without  regard  to  the  respectability  of  the  party  or  the 
soUdity  of  the  bills. 

111.  As  matters  continued  to  get  worse,  the  directors  had 
several  communications  with  Mr.  Pitt,  in  January  and  February^ 
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1796,  but  the  project  of  the  foreign  loan  being  much  dwelt  upon 
with  great  earnestness  by  Mr.  Pitt,  on  the  11th  February  they 
came  to  a  resolution  which  was  communicated  to  him  the  same 
day— 

"  That  it  is  the  opinion  of  this  Court,  founded  upon  its  experi- 
ence of  the  effects  of  the  late  Imperial  loan,  that  if  any  further 
loan  or  advance  of  money  to  the  Emperor,  or  other  foreign 
State,  should,  in  the  present  state  of  affairs,  take  place,  it  will  in 
all  probability  prove  fatal  to  the  Bank  of  England. 

**The  Court  of  Directors  do  therefore  most  earnestly  depre- 
cate the  adoption  of  any  such  measure,  and  they  solemnly 
protest  against  any  responsibility  for  the  calamitous  conse- 
quences that  may  follow  thereupon." 

Mr.  Pitt  replied,  that  after  the  repeated  promises  he  had  made 
that  no  fhrther  loan  should  be  made  without  communication  with 
the  Bank,  and  a  consideration  of  their  circumstances,  he  saw  no 
occasion  for  these  resolutions,  and  that  he  should  regard  them  as 
having  been  made  in  a  moment  of  needless  alarm. 

112.  We  have  already  seen,  from  Mr.  Pitt's  conduct  in  the 
affair  of  the  clause  relating  to  the  advances  on  Treasury  bills, 
that  he  was  not  bound  by  any  very  scrupulous  notions  of 
honour.  On  this  occasion  he  departed  still  further  from  the 
right  path,  for,  notwithstanding  all  his  solemn  promises,  so 
frequently  and  emphatically  made,  the  Directors  discovered  that 
remittances  were  still  continuing  to  be  clandestinely  made.  In 
several  interviews  with  him,  the  (xovernor  of  the  Bank  stated 
that  he  apprehended  these  remittances  were  being  made,  but 
Mr.  Pitt  did  not  offer  any  explanation,  and  it  was  afterwards 
ascertained  that  they  were  going  on. 

113.  Under  the  influence  of  all  these  combined  drains  of 
specie,  the  exchanges  with  Hamburg  were  in  a  state  of  extreme 
depression  during  the  first  three  months  of  1706.  Sir  F.  Baring 
shews  that  during  January  the  profit  was  £7  10s.  per  cent. ; 
during  February  £0  lOs.  ;  and  during  March  £8  7s.  Gd.  in  trans- 
mitting gold  to  that  place.  At  length  the  several  drains  began 
to  diminish.  An  abundant  supply  of  corn  was  obtained.  The 
continued  contraction  of  the  Bank  issues,  and  the  cessation  of 
the   transmission  of   specie,  caused   the  exchanges  to  assume  a 
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frvonrable  aspect  in  the  beginniDg  of  April,  and  it  continned 
steadiJj  to  increase  till  Febmaiy,  1797. 

114.  The  stringent  measures  adopted  by  the  Bank  to  contract 
its  issues,  caused  much  complaint  amongst  mercantile  men,  and 
a  meeting  of  bankers  and  merchants  was  held  at  the  London 
Tavern,  on  the  2nd  April,  who  resol?ed,  that  an  alarming 
scarcity  of  money  existed  in  the  City  of  London,  which  was 
caused  chiefly,  if  not  entirely,  by  an  increase  in  the  conmierce 
of  the  country,  and  the  great  diminution  of  mercantile  discounts 
by  the  Bank.  They  resolved  that  if  means  could  be  found  to 
augment  the  circulating  medium,  without  infringing  the  privi- 
leges of  the  Bank  of  England,  so  as  to  restore  the  amount  to 
what  it  was  before  the  contraction  of  discounts,  it  was  the  duty 
of  every  friend  to  trade  to  give  such  a  plan  the  most  earnest 
support.  The  meeting  appointed  a  Conmiittee  to  prepare  a  plan 
for  such  a  purpose.  Mr.  Boyd  drew  up  a  long  report  on  behalf 
of  the  Committee,  which  proposed  that  a  Board  of  twenty-five 
members  should  be  i^pointed  by  Parliament,  who  should  be 
authorised  to  issue  promissory  notes,  payable  at  six  months  after 
date,  bearing  interest  at  1^  per  £100  per  day,  upon  receiving 
the  value  in  gold  and  silver.  Bank  of  £ngland  notes,  or  in  Bills 
of  Exchange  having  not  more  than  three  months  to  run.  The 
Committee  had  an  interview  with  the  Chancellor  of  the  Ex- 
chequer on  the  subject,  and  he  informed  them  that  the  directors 
of  the  Bank  had  proposed,  as  a  remedy,  that  the  floating  debt 
should  be  funded,  which  plan  he  determined  to  try  before  adopt- 
ing their  plan.  This  was  accordingly  done,  but  it  produced  no 
relief. 

115.  ^Ir.  Pitt  had  never  fulfilled  his  promise,  so  often  re- 
peated to  the  directors,  that  the  advances  on  Treasury  bills  should 
be  reduced  to  £500,000  ;  on  the  Uth  June,  1796,  they  stood  at 
£1,232,649.  At  the  end  of  July  he  sent  an  earnest  request  to 
have  £800,000  at  once,  and  a  similar  sum  in  August.  They  were 
induced  to  consent  to  the  first,  but  refused  the  second  advance. 
Mr.  Pitt  said  that  the  first  advance  without  the  second  would  be 
of  no  nse  to.  him,  and  begged  them  to  reconsider  their  dedsioD. 
The  directors,  thus  pressed,  were  driven  to  assent  to  it,  but  thej 
accompanied  it  with  a  most  serious  and  solemn  renion8t]:aiicey 
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which  thqr  desired  Bhcnild  be  laid  befbre  ih^  Oabinefc;  Th^ 
said  that  nothing  under  present  oimunstanoes  could  indace  them 
to  comply  with  the  demand,  eioept  the  dread  of  a  worse  evfl 
following  the  refosd,  and  Aof  said  that  this  advance  woold 
incapacitate  th^n  finun  grantii^if  any  ftirther  assistance  dnring 
the  year.    They  closed  their  remonstrance  by  sayii^— 

^They  lilnewise  consent  to  this  measore  in  a  firm  reiianoe  that 
the  TegealM  promises  so  freqnentfy  made  to  tttem,  thai  the 
adTances  on  the  Treasmj  bills  should  be  completely  dcme  aw^y, 
may  be  actoally  fulfilled  at  the  next  meeting  of  Pariiament,  and 
the  necessary  airangi^neiits  taken  to  prefvent  the  same  fitom  ever 
hai^^ening  again,  as  they  conceiTe  it  to  be  an  nnconstitntional 
mode  of  raising  money,  what  they  are  not  warranted  by  their 
charter  to  consent  to,  and  an  adyanoe  always  eztremdy  incon- 
venient to  themselyes." 

However,  in  November,  Mr.  Pitt  made  a  ftedi  demand  on 
iiiem  for  £2,750,000  on  the  secnrity  of  the  Land  and  Malt  Taxes 
of  1797,  which  was  granted  on  condition  that  the  advances  oa 
Treasnry  bills,  amounting  to  £1,518,945,  were  paid  oat  of  it. 

116.  Mr.  Pitt  took  the  money,  bnt  never  paid  off  the  biOs. 
The  Directors  again  sent  on  the  1st  February,  1797,  to  demand 
payment  of  them,  as  they  then  amounted  to  £1,554,635,  and 
would  in  a  few  days  be  increased  by  nearly  £800,000  more.  Mr. 
Pitt  made  many  excuses  for  the  non-payment,  and  promised  to 
make  an  endeavonr  to  do  so,  but  he  dropped  a  hint  that  another 
large  sum  of  bills  had  come  in  from  St.  Domingo.  Upon  being 
pressed  as  to  the  amount,  he  said  that  it  was  about  £700,000. 
The  Governor  expressed  the  greatest  apprehensions,  and  b^ged 
him  to  delay  the  acceptance  as  long  as  he  could.  Mr.  Pitt  then 
hinted  that  he  should  want  a  large  sum  for  Ireland,  which  he 
said  would  be  about  £200,000.  The  Governor  assured  him  that 
the  drain  of  cash  had  been  continuous  and  severe  of  late,  and 
that  such  a  demand  would  be  very  dangerous. 

117.  The  enormous  failures  of  the  country  bankers  in  1798, 
had  been  followed  by  a  permanent  diminution  of  the  issues  of 
country  banks  to  a  prodigious  extent.  Mr.  Henry  Thornton, 
after  instituting  extensive  inquiries  in  different  parts  of  the 
country,  stated,  as  the  result,  that  the  country  bank  notes  were 
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reduced  by  at  least  one  half,  and  that  the  wants  of  oommeice 
had  caused  a  yerj  large  quantity  of  guineas  to  be  drawn  into 
the  ooontrj  to  snpplj  their  place.  Meantime,  as  we  haTo 
ah-eadj  obserred,  although  the  foreign  exchanges  had  become 
&TOiunabley  the  Bank  still  continued  to  adhere,  with  the  utmost 
severity,  to  its  pc^cj  of  restriction  throughout  the  autumn  of 
1796,  and  during  the  last  three  months  thej  were  no  higher  than 
thej  had  been  in  1782,  with  an  amount  of  conmierce  manj  times 
larger  than  in  that  year.  Conmiercial  payments  required  to  be 
made  in  some  medium  in  which  the  public  had  confidence.  As 
the  public  could  not  get  notes,  they  made  a  steady  and  con- 
tinuous demand  for  guineas.  The  bullion  in  the  Bank  in  March, 
1796,  was  £2,972,000;  in  September,  £2,532,004;  and  in 
December,  £2,508,000,  when  a  drain  set  in  more  severely  than 
ever. 

118.  At  this  period  the  political  situation  of  the  country  was 
in  the  most  gloomy  condition.  The  war-like  combinations  of  Mr. 
Pitt  had  totally  &iied,  and  all  Europe  was  now  smarting  under 
the  consequences  of  their  suicidal  folly  in  meddling  with  the 
French  Republic.  Mr.  Burke  had  pronounced,  in  1790,  that 
France  was,  in  a  political  light,  expunged  from  the  system  of 
Europe ;  that  it  was  doubtfdl  whether  she  would  ever  appear  in 
it  again.  That  Gallos  quoque  in  heUis  floruisss  audivimus 
would  possibly  be  the  language  of  the  next  generation.  So 
much  for  political  prophecy !  That  country,  which  had  been 
supposed  to  offer  so  easy  a  prey  to  surrounding  nations,  and 
whose  epitaph  Mr.  Burke  had  suggested,  was  now  the  most 
powerful  State  in  Europe.  She  had  quelled  internal  dissensions 
in  torrents  of  blood,  and  poured  forth  her  armies  in  a  resistless 
torrent  to  avenge  herself  upon  the  haughty  States  which  had 
presumed  to  meddle  with  her  domestic  condition.  Great  Britain, 
which  had  commenced  the  war  with  every  other  State  in  Europe 
as  her  ally,  was  now  left  alone.  The  Directory  had  subdued 
Spain  by  artifice  and  negotiation,  and  concluded  a  treaty  with 
her,  offensive  and  defensive,  at  St.  Ildefonso,  on  the  19th 
August.  The  campaign  of  Napoleon,  in  1796,  in  the  north  of 
Italy,  is  generally  allowed  to  be  equal,  if  not  superior,  in 
brilliancy,  to  any  subsequent  one.  By  a  series  of  marvellous 
victories,  he  drove  the  Austrians  out  of  Italy,  and,  in  the  b^in- 
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ning  of  1797,  Borne  was  oolj  flaved  firom  oonqnert^  hf  abflohite 
sabminion  at  Tolentino ;  and,  within  a  month,  Yenioe  was 
annihilated,  and  Aoatria  aned  for  peace  at  Leoben.  This  great 
leveise  of  circnmstanceB  had  strengthened  the  party  who  had 
always  been  adyocates  for  peace  in  En^and,  and  Hr.  Pitt  was 
compelled  to  make  oyertnres  for  peace  in  October,  1796.  A 
British  envoy  was  sent  to  treat  with  the  Directory,  and  he  staid 
in  Paris  for  two  months ;  bnt^  as  neither  patty  was  sincere,  the 
treaty  .cam&  to  nothing.  The  foct  was,  that  peace  was  the  far- 
thest thing  possible  from  the  thoughts  of  the  Directory.  After 
the  conqnest  of  La  Vendee,  they  had  an  army  of  100,000  m^ 
set  free,  nnder  a  general  who  is  nsnaUy  acknowledged  to  have 
been  the  equal  of  Napoleon  in  military  talent,  and  who  was 
burning  to  emulate  his  exploits  in  Italy.  While  the  pret^ided 
negotiations  for  peace  were  going  on,  the  Directory  were  oiv 
ganising  an  immense  expedition  for  the  invasion  of  Ireland.  The 
orders  to  sail  were  transmitted  to  *  it  several  weeks  befcoe  the 
British  envoy  was  expelled  from  Paris,  and  it  aduiiUy  sailed  two 
days  before  he  left.  Fortunately,  this  great  armada  was  diapened 
by  a  tempest,  a  few  straggling  vessels  reac(ted  Ireland  in  the 
last  week  of  December,  but  the  rest  were  obliged  to  put  back 
to  France. 

119.  This  terrible  menace  which  had  been  so  long  hanging 
over  the  country,  and  whose  destination  it  was  vain  to  conceal, 
inspired  the  utmost  alarm,  and  there  was  a  continual  demand 
for  guineas  in  Ireland.  The  year  1797  commenced  with  the 
most  gloomy  apprehensions  and  depression ;  the  country  bankers 
discerned  that  the  first  burst  of  the  storm  would  fall  upon  them, 
and  determined  to  provide  for  it,  by  obtaining  as  much  specie 
as  they  could  from  London,  and,  accordingly,  the  drain  continued 
with  increased  rapidity  after  the  beginning  of  the  year. 

120.  Mr.  Pitt  had  hinted  in  his  interview  with  the  Governor 
of  the  Bank  on  the  1st  February,  that  a  loan  for  Ireland  would 
probably  be  .  required,  which  would  probably  not  exceed 
£200,000,  but  soon  afterwards  the  directors  were  struck  with 
dismay  on  hearing  that  the  amount  required  was ^£1,500,000. 
On  the  10th  February  the  directors  came  to  a  resolution  that 
before  they  could  entertain  any  proposal  for  the  Irish  loan,  the 
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Govemment    must    pay    off   debts    to    them    amomiting    to 
£79186,445,  of  which  thej  handed  him  in  the  details. 

121.  At  this  time  the  banks  at  Newcastle  had  a  more  than 
ordinary  demand  npon  them  for  cash.  In  addition  to  the  manu- 
£EU)torie6  and  collieries,  the  number  of  troops  stationed  in  that 
part  of  the  country  had  been  considerably  augmented.  The 
banks  had  imported  an  extra  supply  of  cash  to  meet  their  pur- 
poses, and  were  negotiating  for  more  when  an  event  happened 
which  brought  on  the  crisis.  A  French  frigate  went  into  one 
of  the  Welch  harbours  and  landed  1,200  men.  At  the  same 
time  an  order  came  down  from  Gk)vernment  to  take  an  inventory 
of  the  stock  of  the  farmers  all  along  the  coast,  and  to  drive  it 
into  the  interior  if  necessary.  These  circumstances  created  a 
perfect  panic  among  the  farmers:  on  Saturday,  the  18th  February, 
being  market  day,  the  farmers,  who  at  that  time  of  year  had  the 
principal  part  of  their  rents  in  their  hands,  actuated  by  the 
terror  of  an  immediate  invasion,  hurried  into  Newcastle  the 
produce  of  their  farms,  which  they  sold  at  very  low  prices,  and 
inmiediately  rushed  to  the  different  banks  to  demand  specie. 
Seeing  this  universal  panic,  the  banks  came  to  an  agreement  to 
stop  payment  on  the  Monday,  if  the  panic  did  not  subside,  which 
they  accordingly  did. 

122.  On  the  21st  February  the  state  of  the  Bank  became  so 
alarming,  that  the  directors  resolved  that  the  time  had  come 
when  they  must  make  a  communication  to  the  Government. 
The  quantity  of  bullion  had  been  rapidly  diminishing,  and  the 
oonstant  calls  of  the  bankers  from  all  parts  of  the  town  for  cash^ 
shewed  them  that  there  must  be  some  extraordinary  reason  for 
it.  Mr.  Pitt  was  aware  that  this  proceeded  from  the  general 
alarm  of  invasion,  which  he  thought  was  magnified  much  beyond 
anything  to  warrant  it.  It  was  agreed  that  a  frigate  should  be 
sent  over  to  Hamburg  to  purchase  specie.  On  the  24th  of 
February,  the  drain  became  worse  than  ever,  and  inspired  them 
with  such  alarm  for  the  safety  of  the  House  that  they  sent  a 
deputation  to  Mr.  Pitt  to  ask  him  how  long  he  considered  the 
Bank  should  continue  to  pay  cash,  and  when  he  should  think  it 
necessary  to  interfere.  Mr.  Pitt  said  it  would  be  necesssuy  to 
prepare  a  proclamation  to  put  a  stop  to  cash  payments,  and  to 
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ghyyrBartflntaiy  aeourily  finr  the  notes*  But  in  ihat  lane  iS 
%onla  be  xieoeMi|r^tt  apiKxiiit  a  Beoiet  Oommittod  of  the  Boom 
to  look  llito  ihe  lAblni  of  the  Bank.  The  dqnitation  sBsared 
him  that  the  Bank  woidd  xeadilj  agree  to  thiBi  and  it  was 
zesotyed  to  call  a  meetixig  of  the  chief  bonkera  and  merdiaiitB  of 
LoDdon,  to  oome  to  some  leeoliitioii  for  the  mxpgM  of  poUis 
credit  in  this  alarming  crfads. 


128.  The  news  of  the  stoppage  of  the  NepircBstie  banks  thread 
like  irildfiie  thnmgfaont  the  oonntrj,  and  soon  readied  the 
metropolis*  The  dram  npon  the  baidEenf  odSBars  now  became 
amn;  the  first  serious  apprehrnirions  that  danger  was  imminent^ 
were  Mt  on  flie  Slst  of  Febmarj,  bot  the  drain  then  became 
nnexampledy  tin  on  Betocday,  the  26th,  fiie  cash  was  rednoed  ta 
£14^2,000.  Before  tim,  the  directors,  in  a  state  of  utter  be> 
wilderment  at  the  state  of  the  ooontarf,  had  need  the  most 
violent  eflbrta  to  contract  their  issnei.  In  five  weeks  thqr  had 
rednoed  them  b^  nearly  £2,000,000.  On  the  2l8t  Jannaxy 
they  wero  £10,550,880;  on,  ttie  25th  Febmary  they  were 
£8,840,250.  Bnt  e?en  this  gave  no  tme  idea  of  die  cortailment 
of  mercantile  accommodation,  for  the  priyate  bankers  were 
obliged,  for  their  own  security,  to  follow  the  example  of  the 
Bank.  In  order  to  meet  their  payments  persons  were  ob- 
liged to  sell  their  stock  of  all  descriptions,  at  an  enormous 
sacrifice.  The  8  per  centa  fell  to  51,  and  other  stock  in  pro- 
portion. 

124.  On  Saturday,  the  25th,  the  Court  felt  that  the  fetal  hour 
was  at  last  come,  when  they  must  for  the  first  time  since  its 
institution,  oome  to  a  total  suspension  of  payments.  A  meeting 
of  the  Cabinet  was  held  on  Sunday,  at  [Whitehall,  and  an  order 
in  Council  was  issued,  requiring  the  directors  of  the  Bank  of 
England  to  suspend  all  payments  in  cash  until  the  sense  of  Par- 
liament could  be  taken  on  the  subject. 

125.  The  King,  the  next  day,  sent  a  message  to  Parliament,  to 
inform  them  of  the  step  that  had  been  taken,  and  recommended 
the  subject  to  their  most  serious  and  immediate  attention.  Mr. 
Pitt  moved  that  the  message  should  be  taken  into  consideration 
the  next  day,  and  that  he  should  propose  that  a  Select  Committee 
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be  appointed  to  investigate  the  state  of  the  Bank's  affairs^  which 
he  believed  were  in  the  most  solid  condition. 

126.  The  directors  of  the  Bank  had  the  order  in  Conncil 
printed  and  widely  circulated,  and  issaed  a  notice  of  their  own, 
to  saj  that  the  general  concerns  of  the  Bank  were  in  the  most 
affluent  and  prosperous  condition,  and  such  as  to  preclude  every 
doubt  as  to  the  security  of  its  notes.  At  this  time  the  cash  in 
the  Bank  was  reduced  to  £1,086,170. 

127.  The  relief  produced  at  the  instant,  by  the  definite 
determination  to  suspend  cash  payments  and  extend  their  issues 
of  paper,  was  very  great.  Within  one  week  it  increased  its 
accommodation  by  nearly  two  millions.  On  the  same  day  a 
resolution  was  entered  into  by  4,000  of  the  merchants,  in  the 
city,  to  combine  to  support  the  credit  of  the  notes. 

128.  Both  Houses  of  Parliament  appointed  Committees  to 
examine  into  the  affairs  of  the  Bank.  The  Committee  of  the 
House  of  Commons  reported  the  outstanding  obligations  of  the 
Bank,  on  the  25th  February,  were  £13,770,390,  and  the  total 
amount  of  their  assets,  £17,597,280,  leaving  a  surplus  of 
£3,126,890  over  and  above  the  debt  of  the  Government,  amount- 
ing to  £11,686,800,  which  paid  them  3  per  cent. 

129.  Both  Houses  reported  that  it  was  advisable  for  the 
public  interest  that  the  suspension  of  payments  should  be 
continued  for  a  limited  time,  and  a  bill  for  that  purpose  was 
accordingly  brought  in.  After  some  debates,  which  threw  very 
little  light  on  the  subject,  the  Act  (Statute  1797,  c.  45)  was 
passed.    Its  chief  provisions  were — 

1.  A  clause  of  indemnity  to  the  Bank  and  all  connected  with 
it,  for  anything  done  in  pursuance  of  the  order  in  CounciL 

2.  The  Bank  was  forbidden  to  make  any  payments  in  cash  to 
any  creditors,  except  in  certain  cases,  and  protected  from  aQ 
law  proceedings. 

3.  The  Bank  might  issue  cash  in  payments  for  the  Army, 
Navy,  or  Ordnance,  in  pursuance  of  an  order  from  the  Privy 
CioanciL 
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4.  The  Bank  was  to  malca  no  ^Tance  alx»ve  £600,000  fiif 
the  public  Beryioe^  in  cash  or  noiea,  dnring  the  realriotion. 

5.  If  anj  person  deposited  any  som,  not  less  than  £500,  in 
gold,  in  ex(toige  ibr  notes  in  the  BaoJc^  it  might  repay  thiee- 
fonrtbs  of  fiie  amount 

6.  It  might  advanoe  £100,000  in  cash  to  the  bankers  of 
London,  "Westminster,  and  Southwark,  and  to  the  Bank  <tf 
Scotland,  and  the  Boyal  Bank  of  Scotland,  £25,000  each.  . 

7.  Payment  of  debts  in  bank  notes  to  be  deemed  as  payments 
in  cash,  if  offered  and  accepted  as  sndi. 

8.  No  debtor  was  to  be  held  po  special  baO,  unless  the  anSdayit 
stated  that  payment  in  bank  notes  had  not  been  offered. 

9.  Bank  notes  would  be  reoei?ed  at  par,  in  payment  of  taxes. 

10.  Bank  might  issue  any  cash  it  recdyed  since  26th  February, 
tipon  giying  notice  to  the  E^>eaker  of  the  Hoose  of  OommonSi 
and  ad?ertisiag  in  the  ^London  Oasette,'*  and  on  the  Boyal 
Exchange.  ' 

11.  The  Act  to  continue  till  the  24th  June. 

180.  An  Act  was  also  passed  to  enable  the  Bank  to  issue 
notes  under  £5  (Statute  1797,  c.  26),  and  by  c  82  this  pow^ 
was  extended  to  the  country  banks,  but  they  were  to  oontiuue 
liable  to  pay  money  on  demand  for  them,  and,  in  failure  of  doing 
80  within  three  days  after  demand,  any  justice  of  the  peace 
might  cause  the  amount  and  costs  to  be  levied  by  distress. 

131.    All  banking  companies  and  bankers  in  Scotland  wer& 
allowed  to  issue  notes  payable  to  bearer  on  demand  for  any  son^. 
under  20s. 

132..  We  cannot  refrain  from  noticing  that,  in  the  debate  on 
this    measure,  Mr.  Pitt  expressed   the  identical   views  on  tbke 
subject  of  the  circulating  medium  that  are  the  leading  principles 
of  this  work.      He  said :  '^  As  so  much  has  been  said  on  tba 
matter  of  a  circulating  medium,  he  thought  it  necessary  to  notice 
that  he  did  not  for  his  own  part  take  it  to  be  of  that  empirical 
kind  which  had  been  generally   described.     It  apfeabeo  to 

HIM  TO  CONSIST  IN  ANYTHING  THAT  ANSWERED  THE  GREAT 
PURPOSES  OF  TRADE  AND  COMMERCE,  WHETHER  IN  SPECIE, 
PAPER,  OR  ANY  OTHER  TERMS  THAT  MIGHT  BE  USED." 
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133-     An  event  of  such  i-.-rteL'.'r:-  zr.sr..'.z-^l':  a«  :iv  rir.^riLsi:- 

of  cash  paymenii  bj  iLe  Bai-k  «.:*  Elj-jl:.  ^jj'M  lo:  f!iil  :•:•  rivt 

rise  to  the  mo&t  cijr.ni.:::.?  •!  :r.:-:.5 'is  :«j  :!--  :>-.>:*.•  i:T  of  -^^ 

measore*  of  the  course  o:  cvL-iu::  or'  :iv  •i:r-:r;:'.ri  -*:.:.":.  >i  :o 

it,  and  as  to  the  f^xi'-j  "^i-.-h  ou.*':.:  :  ■  r.iaVv  '»--  i-.—.oi  :::. I^r 

the  drain  which  Oi-viirreii  in  ihr  \a^<  ■■^^•.-k  of   F-r'nirj.   17.* 7. 

Manv  men  of  srrea:  •en.iiie--.-.-  ar.*!  a^:!.:T  .LaM'-ri  ::.-:>  •iiii.'.u 

in  after  times,  wher*  tLrv  c-^l.-.-  :•    !'>.k  r.^.k  -!--i  :":.v  s-:sr.~ri: 

•  -  » 

events.     In  ei^am i ii i :: ir : i i •  . ~ r = : i  >i .  vj  <*•  :* j  f'-^rri.  i  ■  j.^ :  c:? : ir. iie 

of  the  co!:d::':t  of  ::.r  •::.••>::'.■>.  v.v.  ::_-ii:   r^ ::.-.- :.-.' -rr  :ii:   iltr 

were  not  masiers   o:   tr.rir  o-^i-   t-.".:cv.     Tr.rv  -s-v.--:  'L^ZTir.^i 

by  two  ar.t«igoL:i::c  o'..-.:::^,  >.•,:":.   of   ^L:.:.   :i;T    ivi'.^i-^i    f: 

impossible   to   s^-.i-fv.  ^i    ir-e  »a::.v    ::::-•.   Lin-.j.  :ii:    ..:  -.1^ 

Chancellor  of  t:.e   Ei:':.-::zrT  n:. i   ::.•.-  •irni:.!-  -if  oiniiLTr.-r, 

Thev  coniid-.red  :Li:  if  :i-irT  i.;-.-i:.>:fi  :o  :i-r  •  r.-.-T^rz^:..,:::  :;^^t 

mcfit  coi*tri»i:-t  :;.■:-; r  L^-^i^  :o  ::.-:r jii:.:-.  ar.'L  i*  ::.^  M::.>:rr  w^j 

the  more  T<;Wrr:ul  ar.d  :::iir:r!o:L-  i-inv  of  :!•:  :~-...  :1^t  •■-** 

oblijeii  to  vi-.-li  :.j  ':.;.•.  ;.,--..'. 

niiiie«,  ULin:nv':i>  &::-•::>::  ::.r  .'.-r^.^r-tri-.T  of  sv.::.:-r  :-.ij- 
DMrnt  10  the  ^zi'jTzii .'ZJi  i::.:-:.:  ^.f  :i^:r  alvii-.e^  j>  *Ti'=^-7rLiiTi'u 
and  eave  i:  as  :\rir  i-r.ii-ri  o:  :l!vl.  ::-i:  j  :-r  •j'.~7rLn-:i:  :.»• 
Jtpaid  tLe*e  alviL,^.  j.^  ::.-:J  o-^-;.:  :o  ii-r  i:i.-r.  ".l*;  ■.  -  « 
great  caLc«:ro::-r  -■,i.i  r-i--:  'r^r-  iv-.i^rL  TT-r  iiiij  i^^^  -, 
therefore,  as  iiuL.-.-.-ri  .:.  -i..  :.iL>.  :;.i:  if  '.':.rj  lA   ■•t^l  r-;-.:i:i 

»<ivai.ees  to  Lwr.r.i:----.  Tl^  r-ril  i -■-■;:.. l  ::.-l  >.  .i:ij::  i^r_Li: 
^l  thev  w-rr-r  -r.l^r  ^i.:-  -il'^:. .r-T  v.-  0  .vr7T.ii-:i:.  -  -  .-  • 
We  be^n  i-niri:  :j  i-iv--  '.^;:.  z:^.::  ..'.*r:s^  .i.  :i-:  r  i^_.> . — .-_ 
Nation  lij  r:er.r-ai:-  ? 

laj.     Mr.  H-rr  n— ^vn  -r^  -rj  n-z::.;:  ::  -  ^jic  ilt: 

the  fciossive  -xi:ri."..-L  '.:   ::.•:    liar.k  :..:^  li,£  ::..::■  i^^i  -,- 

most  iii;::r:oi.- r*^.'>.  :-  ^i.'-i.-rii'  :i-... .  -.Tr-i,:  :f  LI  >."«..7'.:~  -ii*. 

That  :he  ei'>^--~r  r^:- ."..'.:.   .:  i..:r*  Li.:  j-iij^i  -.-   ---sr^  t 

severe  ce::-^::!  f:r  :r:;:.^r.  :;..:   :;.^    ^t:^:  :i-_.:   LfrrLs  -r^^ 

diTKied   ari.r-i".   'x:.:.';    'i.k   :.-.-.:-.    ^li    -.^i;:    :v^    ^.iJLi    .-: 

England  o-::ji:   :o   :.--•::   r::'^:-ifi    ::.r^    ijgr^-*   :^    i-T  t    --,.' 

place  o:  ti-'^  ..:^'.r;  z^v.^^ 
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186.  Mr.  Walter  Boyd,  an  eminent  merchant^  iw»  yery  deiriy 
^  opiniim  that  the  lestrictkni  upon  the  iasne  of  notes  by  tiM 
Bank  was  the  ehief  caoae  of  the  forced  sale  and  depredation  of 
the  pnblic  secnritieSi  and,  if  the  Bank  had  on^  maintained  its 
lasoes  at  the  same  height  as  thqr  were  in  Deoendtier,  1795,  the 
drain  ot  specie  from  the  Bank,  as  well  as  the  embacfaasments  in 
the  mercantile  world,  would  have  been  ayoided,  and  »  great 
portion  of  the  &I1  which  pnblic  secnrities  had  ea^erienoed,  wonld 
haTO  been  preTented* 

187.  Mr.  George  Elliscm,  who  was  secretary  to  an  assodaliim 
of  a  great  part  of  the  ooontiy  banki^  conridered  that  the  quan- 
tity of  the  ccnn  in  the  country  was  greater  than  it  was  in  1798, 
thiMigh  a  very  considerable  part  was  hoarded  away.owing  to  the 
public  alarms  that  were  abroad.  He  attributed  the  great  paUie 
distrust  to  the  remembrance  of  the  otmduct  of  the  Bank  in  1793, 
when  it  suddenly  oontraoted  its  discounts^  just  at  the  period 
when  they  were  most  wanted. 

188.  The  Gommittee  of  the  Lords  called  &b  attention  of  the 
House  yery  strongly  to  these  opinions,  but  they  did  not  yenture 

themselves  to  pronoonce  an  opinion  on  their  justness.  The  Com- 
mittee of  the  Commons  went  considerably  nearer  towards  ap- 
proving of  them.  In  the  year  1810,  the  Gk)vemor  of  the  Bank 
being  examined  before  the  Bullion  Committee,  stated,  that  after 
the  experience  of  their  policy  of  restriction,  many  of  the  directors 
repented  of  the  measure,  and  the  Bollion  Committee  explicitly 
condemned  the  policy  of  the  Bank  both  in  1793  and  1797. 

139.  The  Directors  of  the  Bank,  acting  in  the  midst  of  such 
unprecedented  circumstances,  and  so  tremendous  an  emergency, 
are  entitled  to  have  their  conduct  examined  with  all  forbearance. 
But,  taking  all  these  circumstances  into  consideration,  we  cannot 
&il  to  acquiesce  in  the  opinion  expressed  by  so  many  eminent 
bankers  and  merchants  at  the  time,  by  the  subsequent  ayowal 
that  experience  had  led  many  of  the  directors  to  repent  of  the 
policy  they  then  pursued,  and  by  the  decided  opinion  of  the 
Bullion  Committee,  that  the  policy  pursued  by  the  Bank  in  this 
momentous  crisis  was  erroneous,  and  that  the  severe  restrictions 
they  attempted  to  place  upon  commerce,  very  greatly  contributed 
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to  bring  on  tiie  calamity  by  which  they  were  subsequently  over- 
whelmed. Nothing,  in  short,  could  be  more  unhappy  than  their 
r^nlations  of  the  amount  of  their  issues.  When  the  exchanges 
were  violently  adverse,  so  that  it  was  enormously  profitable  to 
export  gold,  they  enlarged  them  to  an  extravagant  extent,  and 
when  the  exchanges  were  extremely  favourable,  so  that  gold  was 
sure  to  flow  in,  they  restricted  them  with  merciless  severity. 
The  ifisnes,  which  were  £14,000,000  when  the  exchanges  were 
against  the  country,  were  reduced  to  £8,640,250,  when  they  had 
been  for  several  months  eminently  favourable.  It  appears,  from 
the  entire  evidence  in  the  reports,  that  it  was  this  excessive 
restriction  of  notes  which  drained  their  vaults  during  the 
antmnnof  1796,  and  that  if  they  had  been  more  liberal  in  their 
issues,  their  vaults  would  have  been  much  better  replenished 
with  cash. 

140.  This  disaster  was  the  second  notable  penalty  which  the 
country  paid  within  four  years  for  the  unjustifiable  monopoly  of 
the  Bank.  Never  was  there  a  more  unfortunate  example  of 
monopolising  selfishness ;  it  would  neither  establish  branches  of 
its  own  in  the  country,  nor  would  it  permit  any  other  private 
company,  of  power  and  solidity,  to  do  so,  whose  credit  might 
have  interposed,  and  aided  in  sustaining  its  own.  Moreover, 
when  a  feilure  of  confidence  was  felt  in  the  country  notes,  it 
refnsed  to  issue  notes  of  its  own  to  supply  their  place.  The 
power  of  issuing  what  plays  so  important  a  part  in  commerce, 
was  absolutely  forbidden  to  wealthy  companies,  and  left  in  un- 
bounded freedom  to  private  persons,  many  of  whom  had  no 
capital  or  property  to  support  their  issues,  and  whose  credit 
vanished  like  a  puff  of  smoke,  in  any  public  danger.  The  Bank, 
consequently,  was  left  to  bear  the  whole  brunt  of  the  crisis, 
solitary  and  unsupported,  and  finally  succumbed. 

141.  From  the  foregoing  considerations,  as  well  as  the  weight 
of  authority  on  the  subject,  we  can  scarcely  have  any  room  to 
doubt  that  the  suspension  of  cash  payments  was  brought  about 
at  that  particular  time  by  the  erroneous  policy  of  the  directors. 
We  must,  in  candour,  state  that  it  appears  open  to  much  doubt 
whether  any  management,  however  sldlful,  could  ultimately  have 
saved  them  from  such  a  disaster,  during  some  period  of  the 
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war.     Several  of  those  who  concurred  in  the  measure  at  the 
time,  after  their  judgment  had  been  corrected  by  experience,  ex- 
pressed their  regret  at  having  done  so.    Sir  Robert  Peel,  in  1844, 
said  it  was  a  "fatal"  measure.    Notwithstanding,  however,  the 
concurrence  of  so  many  weighty  authorities, — and  this  is  pecu- 
liarly a  case  where  great  authorities  carry  much  weight, — ^we 
cannot  help  thinking  that  it  was  fortunate  that  it  occurred  at 
this  early  period.     The  alarm  and  dangers  which  preceded  its 
stoppage  were  comparatively  slight,  compared  with  those  which 
menaced  the  country  after  that  event.    The  mutinies  in  the  fleet, 
the  rebellion  in  Ireland,  the  enormous  accumulation  of  troops  on 
the  heights  of  Boulogne,  flushed  with  victory,  and  led  by  a  more 
fortunate,  though  probably  not  a  greater  soldier  than  Hocbe,  and 
burning  with  zeal  for  the  invasion  of  England,  were  dangers  of 
such  portentous  magnitude,  as  to  render  it  to  the   last  degree 
improbable  that  any  paper  currency,  convertible  into  gold,  could 
have  survived  them.     That  Montague  was  a  greater  and  more 
successful  financier  than  Pitt  can,  we  think,  scarcely  be  doubted, 
and  the  carrying  through  the  re-coinage  of  the  silver,  in  the 
midst  of  so  much  public  distress,  was  a  financial  operation,  of 
which  the  audacity,  skill,  and  success   must  ever   be   regarded 
with  admiration.     But  it  must  be  remembered  that  the  crisis  in 
that  rei^  lasted  a  much  shorter  time   than  the  revolutionary 
war,  and  was  never  fraught  with  so  much  real  danger  to  the  in- 
dependence of  the  country.     At  that  period  there  was  no  papeT 
credit,  except  the  notes  of  the  Bank  of  England,  and  William 
was  at  the  head  of  a  great  European  confederacy  against  one 
overgrown  power,  so  that  the  circumstances  of  the  two  periods 
were  in  no  way  parallel,  but  rather,  we  may  say,  reversed.     The 
confederacy  against  England  at  the  latter  period  was  far  more 
menacing  and  formidable  than  the  alliance  against  France.    The 
fortunes  of  the  British  Empire  were  apparently  at  their  lowest 
ebb  in  1798,  and  there  seemed  to  be  but  one  thing  wanting  to 
complete  the  destruction  of  the  country — the  loss  of  public  credit. 
However  gi'eat   and  invaluable    are  the   blessings  of  a  paper 
currency  in  time  of  peace,  there  does  not   appear    to    be  any 
instance  of  its  having  successfully  withstood  the  danger  of  an 
invasion  by  a  foreign  enemy.     Even  in  Scotland,  where  it  had 
been  confessedly  conducted  upon  a  better  system,  and  obtained 
the  confidence  of  the  country  to  a  much  greater  degree,  it  could 
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Hot  have  witiisiood  the  dread  of  invasion,  if  it  had  not  been  for 

the  timely  aadstance  of  the  Bank  of  England.    And  if  it  conld 

not  do  80  in  that  conntry,  where  the  danger  was  remote,  it  is 

not  probable  that  it  conld  do  so  in  England,  where  not  only  it 

was  of  mnch  inferior  stability,  bnt  was   the  very  part  of  the 

empire  aimed  at,  and  first  exposed  to  danger.     The  constant 

power  of  prodncing  pnblic  embarrassment  by  demands  for  gold 

wonld  have  been  a  powerful  weapon  in  the  hands  of  the  enemy, 

in  which  they  wonld  have  found  many  to  support  them  in  this 

ooontry    from    political    sympathy.      This  measure,    therefore, 

removed  one  perpetual  source  of  terror  and  alarm  from  the 

Ministry.    We  shall  shew,  in  the  next  chapter,  that  the  great 

^redation  of  the  currrency  which  took  place  some  years  later 

^as  not  by  any  means    a  necessary  consequence  from  such  a 

Jneasure,  but  was  produced  by  the  infiitnatcd  perversity,  both  of 

the  Government  and  of  the  Bank  of  England,  who,  with  fatal 

<>bBtiDacy,  persisted  in  a  system   combining  almost  every  false 

I^ciple  that  could  be  thought  of.      As  the  suspension,  then, 

lanBt,  we  think,  have  taken  place  sooner  or  later,  it  was  probably 

^▼antageons  for  the  country  that    it  did  occur  so  early  in  the 

struggle. 

142,    The  presumed  scarcity  of  guineas,  which  led  to  the  sup- 
pled necessity  of  issuing  the  order  in  Council,  also  rendered  a 
''WP6  abundant  supply  of  the  circulating  medium  necessary,  and 
•II  Act  was  inmiediately  passed  suspending,  till  the  1st  May,  the 
Act  (Statute  1775,  c.  61)  restraining  the  negotiation  of  small 
I*i«nig8ory  notes.    In  a  few  days  the  Bank  caused  to  be  prepared 
^  issued  £1  and  £2  notes,  and,  to  supply  still  further  the 
^eniand  for  a  small  currency,  they  issued  a  notice  that  they  had 
ifiiported  a  large  number  of  Spanish  dollars,  which  were  to  be 
cnrrent  at  4s.  6d.    However,  it  was  discovered  that  the  dollars 
Were  undervalued  by  2d.  each,  so  their  current  value  was  enhanced 
hj  3d.      These  dollars  were  stamped  with  a  small  king's  head. 
*Fhe  Bank,  having  put  the  dollars  into  circulation  at  Id.  each 
above  their  intrinsic  value,  the  bullion  merchants  were  not  slow  in 
seizing  the  advantage,  and  imported  an  immense  quantity  of 
simflar  dollars,  which    they  had  stamped  in  a  similar  manner. 
They  were  all  called  in  on  the  31st  October,  1797,  by  which  time 
the  Bank  had  put  2,325^099  into  circulation.    It  at  first  attempted 
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to  reftise  payment  of  the  forged  onee,  but  thej  were  executed  in  so 
close  imitation  of  the  real  ones  that  it  was  impossible  to  detect 
them,  and  they  were  obliged  to  pay  them  all. 

143.  When  the  actual  snspension  took  place,  the  foreign 
exchanges  were  highly  favorable,  so  much  so  as  to  make  it  profit- 
able to  import  gold,  which  began  to  flow  in  in  great  abundance. 
On  the  30th  May,  Mr.  Manning  stated  in  the  House,  that  vast 
quantities  of  gold  had  flowed  into  the  Bank,  both  from  the 
country  and  from  abroad.  The  Gk)vernment,  however,  and  the 
directors  of  the  Bank,  concurred  in  thinking  that  it  would  be 
imprudent  to  resume  payments  in  cash  at  the  period  when  the 
restriction  Act  expired,  and  it  was  prolonged  to  one  month  after 
the  meeting  of  the  next  Session  of  Parliament. 

144.  Parliament  met  again  on  the  2nd  November,  and  on  the 
15th  the  House  of  Commons  appointed  a  Secret  Committee  toik^ 
inquire  whether  it  was  expedient  to  continue  the  restriction.     0 
the  17th  they  reported  that,  on  the  11th  of  that  month,  the  to 
liabilities    of    the    Bank  were    £17,578,910,  and  their   assets- 
£21,418,460,  leaving  a  balance  in  their  favour  of  £3,839,55 
exclusive  of  the  Government  debt  of  £11,686,800.      Thafc  tl^  c 
advances  to  Government  had  been  reduced  to  £4,258,140,  whi^« 
the  cash  and  bullion  were  five  times  the  sum  they  stood  at  on  tL^^e 
25th  February  last,  and  much  above  what  they  had  been  at  amzmj 
time  since  September,  1795.      That  the  exchange  with  Hambu^Trg- 
was  unusually  favorable,  and  had  every  appearance  of  continuixDo: 
so,  unless  political   circumstances  should  affect  it.       That     no 
inconvenience  seemed  to  be  felt  by  the  bankers  and  traders  of 
London,  for,  whereas  by  law  they  were  entitled  to  demand  thre^- 
fourths  of  any  deposit  in  cash  they  might  make,  they  had  only 
actually  demanded  one-sixteenth.      They  presented  a  resolution  of 
the  directors,  stating  that  the  condition  of  the  Bank's  affairs  was 
such  that  it  could  with  safety  resume  its  usual  functions.      The 
Committee,  however,  recommended  that  in  consequence  of  the 
state  of  public  affairs,  it  was  advisable  that  the  restriction  should 
be  continued  for  a  further  period.    After  a  short  debate,  an  Act 
was  passed  to  continue  the  restriction  until  one  month  after  the 
conclusion  of  a  definite  treaty  of  peace. 
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145.  The  opposition  in  Parliament  and  in  the  country  to  the 
policy  of  the  Ministry  was  very  powerful,  and  the  transactions 
between  the  Bank  and  the  Government  were  severelv  commented 
upon  by  the  leaders  of  that  party  in  Parliament.    They,  however, 
did  not  Tenture  to  divide  airainst  the  bill.     In  the  course  of  the 
discussion,  however,  Sir  AVilliam  Pulteney  spoke  with  very  j;jeat 
ability  against  the  national    evils  and    inconveniences  of    the 
monopoly  of  bankinjr  by  one  company,  and  moved  for  leave  to 
bring  in  a  bill  to  establish  another  bank  in  case  the  Bank  of 
England  did  not  resume  cash  payments  on  the  24th  June.     His 
speeches  on  this  and  a   subsetjueut  occasion  were  full  of  ad- 
mirable argument,  but  the  interests  arrayed  against  him  were 
80  strong  that  leave  was  refused  to  bring  in    the    bill  by  a 
majority  of  50  to  lo. 

146.  The  exchange  with  IIam})urg  at  the  time  of  the  sus- 
pension of  cash  payments  was  35*10  ;  it  continued  to  improve 
throughout  the  whole  of  that  year,  and  in  December  stood  at 
88*5,  which  was  about  £18  per  cent,  above  par  ;  the  issues  of 
the  Bank  were  about  11^  millions  during  the  year.    This  extra- 
ordinary state  of  the  exchanges  continued  during  the  whole  of 
^798  when  they  began  gradually  to  fall,  and  in  March,  1709,  they 
'^ere  at  87.7,  which  was  still  £11  Gs.  above  par.     This  was,  of 
^urse,  followed  by  a  very  great  influx  of  gold,  and  at  the  end  of 
1798,  the  Bank  had  upwards  of  £7,000,000  in  its  vaults,  and  the 
Erectors  expressed  their  readiness  to  the  Government  to  resume 
payments  in   cash.      The  Ministry,  however,  thought  it  inex- 
pedient in  the  state  of  the  country. 

147.  The  harvests  of  the  two  prec^ng  years  had  been  un- 
usually abundant,  and  in  January,  1799,  the  prices  of  all  sorts  of 
com  were  extremely  low,  wheat  being  49s.  per  quarter,  and 
other  kinds  in  proportion ;  but  the  winter  of  1798-9  was  ex- 
tremely rigorous  and  unfavourable  for  farming  operations.  The 
spring  was  equally  unfavourable,  and  in  May,  wheat  was  at 
6l8.  8d.  This  was  followed  by  an  extremely  wet  summer  and 
autumn,  so  that  at  the  end  of  the  year  wheat  was  at  94s.  i>d. 
In  February,  1800,  the  subject  of  the  scarcity  was  tiiken  up  in 
both  Houses,  Lord  Auckland  said  that  it  was  estimated  that  the 
produce  of  last  year's  crop  was  little  more  than  half  an  average. 
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Under  the  inflnffltoe  of  this  luipizalleled  defldengy  the  prfoe  of 
whetttnMe  in  Jvmi,  to  IMs.  6d.»  atid  zemained  at  ti^  end  of  the 
jear  at  1888.,  after  hafing  iUlen  fiir  a  ihort  perioft  to  908.  Sd*, 
in  oonseqaenoe  of  large  importations  introdnoed  hy  the  tenqpta- 
tion  of  heavy  bonntiea. 

148.  Under  the  inflnence  of  the  enonnoiu  importation  of 
vheaty  the  exdiange  with  Hamburg  oontinned  to  dedine  all 
ihnmg^  the  siunmer  of  1799,  tiU  in  the  last  week  of  Aogost,  it 
had  iSUIen  to  par.  It  oontinned  steadily  to  dedine  after  that 
mtilt  in  Deoember,  1800,  it  reached  80*.  In  the  mean  time, 
Ihe  price  of  fiirdgn  gdd  in  coin,  whidi  had  been  at  £8  178.  6d. 
in  Hay,  1797,  roae  to  £4  in  Deoember,  and  oontinned  at  that 
price  till  September,  1799.  In  Jnne,  1800,it  rose  to  £4  5b.,  and 
in  Deoember  to  £4  6s. 

149.  The  arguments  and  alnlity  of  Sir  William  Potteoey  in 
adTocating  the  ibundation  of  another  bank,  produced  great  eflbct, 
and,  daring  1799  it  exdted  great -pnblio  interest.  Meetings  were 
held  fbr  the  purpose  of  promoting  it^  and  numerous  pamphlets 
were  published  cm  the  subject.  The  Bank  Directors  took  alarm 
andy  as  the  Minister  was  in  want  of  a  supply^  they  took  advantage 
of  his  necessities  to  obtain  a  prolongation  of  their  monopoly. 
The  charter  had  still  twelve  years  to  nm^  but  upon  advancing 
£8,000,000,  without  interest  for  six  years,  Mr.  Pitt  agreed  to 
renew  it  for  twenty-one  years  fix)m  1812.  Very  soon  after  the 
opening  of  the  Session  in  1800,  a  bill  for  this  purpose  was 
brought  forward  and  passed.  . 

150.  We  now  see  the  results  of  two  conflicting  theories.     Far  a 
;i considerable  period  there  have,  been  two  opposite  doctrines  as 

to  the  true  policy  of  the  Bank  during  a  great  commercial  crisis. 
The  one  is  that  the  Bank  should  rigorously  restrict  its  issues, 
and  think  of  itself  alone,  and  stand  unmoved  amid  the  universal 
ruin  of  the  commercial  world.  The  second  is  that  due  care 
should  be  taken  to  continue  a  restrictive  policy  while  the 
exchange  is  adverse,  but  that,  when  the  exchange  becomes 
favourable,  the  Bank  should  enlarge  its  accommodation  to 
support  houses  which  are  really  solvent,  but  which  may  be 
brought  down  in  the  general  discredit.    Each  of  these  theories 
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IiaB  been  tried,  but  the  supporters  of  the  first,  or  restrictive 
theory,  have  quite  overlooked  one  fact.  Every  banker  of 
experience  would  tell  them  that  an  excessive  restriction  of  credit 
causes  a  run  far  gold.  Thus  Sir  William  Forbes,  speaking  of 
the  crisis  of  1793,  says — "These  proceedings,  which  obviously 
foreboded  a  risk  of  hostilities,  were  the  signal  for  a  check  on 
mercantile  credit  all  over  the  kingdom ;  and  that  check  led  by  con- 
sequence to  a  demand  on  bankers  for  the  money  deposited  with  them, 
ni  order  to  supply  the  wants  of  mercantile  men.'*  The  restrictive 
theory  was  likewise  explicitly  condemned  by  Sir  Francis  Baring, 
Mr.  Thornton,  the  BuUion  Committee,  and  all  the  most  eminent 
authorities  of  the  times,  as  we  shall  abundantly  shew ;  and  they 
expressly  condemned  an  absolute  limitation  of  the  Bank's  issues, 
because,  in  certain  states  of  credit  it  would  cause  certain  ruin, 
and  a  run  for  gold.  They  expressly  recommended  the  expansive 
theoij,  and  we  see  the  results  of  the  two. 

In  1783^  during  a  great  commercial  crisis,  the  Bank  restricted 
its  issues  until  the  exchange  became  favourable,  and  then  it 
freely  expanded  them,  and  passed  safely  through  the  crisis. 

In  1797,  the  Directors  having  for  some  years  previously 
prodigiously  extended  their  issues,  while  the  exchanges  were 
adverse,  and,  being  at  last  sensible  of  their  imprudence,  and 
having  contracted  them  so  that  for  a  considerable  period  the 
exchanges  had  become  favourable,  continued  their  policy  of 
merciless  restriction  long  after  gold  was  flowing  into  the 
country,  and  the  result  was  the  STOPPAGE  OF  THE 
BANK. 


END    OF    VOLUME    I. 


A.  P.  Blundell,  Printer,  78,  Church  Street,  Loodoo,  S.E. 
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